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MESSAGE FROM THE JOINT-CHAIRS 


In March 1994, a Joint Committee of the Senate and the House of Commons was struck to review 
Canada’s foreign policy. The Committee was asked by the Government to identify changes in the world and 
how they affect Canada, and to suggest the principles and priorities which should guide Canadian foreign 
policy. The Committee’s report — Canada’s Foreign Policy: Principles and Priorities for the Future — was 
tabled in Parliament on November 15, 1994. 


The review has taken place at a time of accelerated change. Canadians are increasingly conscious of the 
extent to which international forces shape their everyday lives and affect their future prospects. The 
Committee talked to hundreds of groups and individuals across Canada, and amassed more than 10,000 
pages of evidence. The message we received was clear: Canadians want a values-based foreign policy and 
they want Canada to be more globalist in outlook and action. 


We were appreciative of the thoughtful analysis and sometimes detailed recommendations we received 
on a full range of foreign policy issues. We were struck as well by the need for continuing dialogue and 
communication on Canada’s role in international affairs. It is in this spirit that we would like to give wide 
circulation to the work of the following authors who prepared in-depth position papers for the Committee: 


° Dr. Denis Stairs on “Contemporary Security Issues”; 


° Dr. Sylvia Ostry and Dr. Alan S. Alexandroff on “The Challenge of Global Trade, Investment and Finance 
for Canada”; 


° Dr. André Martens on “Foreign Aid and Development Revisited”; and 
° Dr. John Ralston Saul on “Culture and Foreign Policy”. 
Our purpose in commissioning these papers was threefold: to identify possible gaps in the evidence that 


we had collected; to provide in-depth analysis of key questions that had emerged from the testimony; and 
finally, to provide an opportunity for the authors to argue in favour of particular positions or approaches. 


We are indebted to the authors for their care and insight on difficult questions of foreign policy. We are 
confident that these papers will make a useful contribution to the ongoing debate on Canada’s international 
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CONTEMPORARY SECURITY ISSUES 


“We have learnt to-day that it is better 
for the peace of the world to promise 
only what you are certain to perform, 
than to indulge in cloudy promises 
which carry small conviction.” — Sir 
Harold Nicolson! 


introduction 


This paper is intended to provide a general 
discussion of security issues pertinent to the 
Canadian Foreign Policy review, and to offer 
observations and suggestions in the hope that they 
will be of assistance to the Special Joint Committee. 
The paper begins with an analysis of the concept of 
“security” itself, and how it should be interpreted for 
the specific purpose of making foreign policy 
decisions. It then provides a brief review of the 
principal features of Canadian security policy in the 
period after World War Il, and of the changes that 
have recently occurred in relation to Canada’s 
external security environment as a whole. This 
analysis is followed by a brief discussion of some of 
the broader policy implications of these changes, 
and of their significance for the general strategic 
choices currently confronting the makers of 
Canadian defence policy. Attention is then paid to 
Canada’s security interests specifically in relation to 
Europe, the Western Hemisphere (including both 
the United States and the “Other Americas”), and 
the North Pacific. The paper concludes with a 
section on the United Nations, collective security, 
and peacekeeping. 


The Concept of “Security” 


What (in the context of foreign policy) is a 
“security” issue? 


This a simple question. It invites a simple 
answer. In the hayday of classical European 
statecraft, when monarchs and their governments 


relied on little more than aristocratic advice and 
mercenary armies to play their elaborate games of 
geopolitical chess, it might even have received one. 
Encumbered only slightly by popular opinion and 
not at all by elections, and infused with a limited 
(“law and order”) view of the internal functions of 
government, heads of state could give their security 
“problem” a stark and simple definition: to preserve 
their regimes against damage or destruction by 
external menace, and to protect — or enhance — 
the size of their territorial domains. In a mercantilist 
age, this was an enterprise conducted largely 
through diplomatic manoeuvres suitably fortified 
by military might. The dimensions of the latter were 
defined in turn by the scope of the sovereign’s 
treasure — taxed, stolen, or extorted. 


This is, of course, an oversimplified view of the 
past. But it serves well enough to highlight the 
transformed conditions of the present. Most 
governments, even in societies that are neither 
liberal nor democratic, are now in varying degrees 
conscious of popular opinion. The agendas they 
are expected to pursue are vastly expanded. The 
standards by which their performance is measured 
are significantly higher than before. And the 
obstacles they encounter in attempting to meet 
them are infinitely more varied, intricate and 
complex. With the help of thoughtful public policies 
rooted in modern techniques of “social 
engineering,” we now expect to be liberated from 
many of the fortuitous miseries that humanity at one 
time could not avoid and was therefore compelled 
to tolerate. Atthe same time we have identified (and 
collectively we have created) a new array of sources 
from which such miseries can emanate. Everything 
seems to be linked by chains of cause and effect to 
everything else, and in our “high-tech” world of fast 
communications and interlocking economic 


networks, “everything” is a lot. 


Our sense of what “security” means has thus 
acquired a broader compass. It also seems now to 
entail the use of a larger assembly of remedial 
instruments than it did in simpler (if harder) times. 


1 Peacemaking 1919, (London: Methuen, 1964), p. xv. Originally published in 1933. 
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One of the consequences of these new realities 
(and of our new perceptions of them) is that there is 
a move afoot to encourage governments to accept 
a broader definition of the termitself. The traditional 
security problem of the nineteenth and early 
twentieth centuries is obviously with us still. Ethnic, 
tribal, religious and racial warfare continues to 
thrive, and with it the brutality that typically 
accompanies enraged humanity in pack formation. 


But to this perennial threat is now added a 
collection of perils that were once thought to belong 
in other categories. Among these are the horrific 
impoverishments of the states we sometimes 
describe with hopeless fatalism as “basket cases”. 
Among them, too, are new plagues of seemingly 
incurable disease. The Horsemen of the 
Apocalypse, moreover, are multiplying, as the 
ancient afflictions of War, Famine and Pestilence 
are joined by previously unheralded threats to the 
survival of the human species, including most 
notably the destruction of our natural habitat and 
the depletion of our natural resources. Less visibly 
dramatic (but similarly pervasive) sources of 
human misery and despair are sometimes included 
in the security agenda as well. The routine violation 
of human rights, the exploitive oppression of 
millions of women, and the seemingly unstoppable 
expansion of the world’s population of homeless 
refugees are prominent among them. 


On the surface, at least, there are two principal 
reasons for adding such issues to the “security 
policy” domain. The first is that, like the traditional 
security problem of peace and war, they all pose the 
threat of death and destruction — sometimes ona 
massive scale. If “security” politics is “high” 
politics, then these must be high politics, too, for in 
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human terms they entail stakes of equal, or even 
greater, measure. 


The second is that they appear to be linked to 
war itself by socio-political processes of 
cause-and-effect. Just as the alienations caused by 
poverty at home are often held to be at the root of 
violence in our cities, so the desperation that comes 
(for example) from under-development abroad is 
thought to be the progenitor of violence in the world 
at large. Radical politics feeds on desperation, and 
war is radical politics. Dealing with it effectively thus 
requires (or so the argument goes) an attack on 
causes, not on symptoms alone. Development 
assistance is defence policy. 


But a third factor also underlies the argument for 
a broader understanding of the term “security”. 
More narrowly “political” than the others, it is less 
commonly revealed to public view. Specifically, itis 
rooted in the desire of those who support the 
broader definition to accomplish two things: (a) to 
claim for the issues they hold dear a priority among 
the primal attentions of government equivalent to 
the one traditionally awarded to defence against 
external menace; and (b) to ensure in consequence 
that such financial relief as comes from a 
downgrading of traditional defence expenditures 
will accrue to their own policies of choice rather 
than to some other public purpose. Spending on 
development assistance, or human rights, or the 
global environment thus becomes an expenditure 
on “defence by other means.”2 


These arguments are not entirely new. Traces of 
them could be found, for example, in the rationales 
for establishing many of the “specialized agencies” 
of the United Nations in the middle 1940s, and inthe 
“functionalist” case for pursuing European 
integration after the Second World War.$ 


2 The phrase comes from Arthur Andrew, Defence by Other Means: Diplomacy for the Underdog, (Toronto: 
Canadian Institute of International Affairs, 1970). A senior Canadian foreign service officer, Mr. Andrew wrote this 


volume while on temporary leave from his Department. 


3 The most influential presentation in modern times of the argument for functional cooperation as an approach to 
peace is contained in David Mitrany, A Working Peace System, (London: Royal Institute of International Affairs, 
1945). The Canadian concept of “functionalism” was somewhat different, but its practical implications were in 


most respects very similar. The fullest account of the Canadian 


role in the establishing the U.N.’s specialized 


agencies is John W. Holmes, The Shaping of Peace: Canada and the Search for World Order, 1943-1957, Vol. | 
(Toronto: University of Toronto Press, 1979. See also Tom Keating, Canada and World Order: The Multilateralist 
Tradition in Canadian Foreign Policy, (Toronto: McClelland & Stewart, 1993), espec. Chs. 1 and 2. 
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But there are dangers nonetheless in accepting 
too blithely, or taking too far, an expanded 
conception of the “security” problem. Among them 
are the following: 


(a) The phenomenon of “war”, as we have 
already observed, remains with us still, and there is 
little reason to think that its underlying causes are 
likely to disappear within the foreseeable future. 
Even if our understanding of its origins were 
complete (and it is not), it would be optimistic in the 
extreme to assume that the causal factors involved 
were in every case subject to manipulation by 
public policy means. Some will be malleable in 
practice. Some will be malleable in principle, but 
not be malleable in practice. And some will not be 
malleable at all. We may be well-advised to attack 
what we think are the “conditions of war” whenever 
we can, but we would be ill-advised to rely for our 
security on strategies of political, economic, and 
social engineering alone. Traditional security 
policy, forall its imperfections, still has its place in an 
imperfect world. 


(b) In any case, traditional “security policy 
measures also serve other functions. Supporting 
our diplomacy and sustaining more generally our 
credibility abroad are among the most important. 
Even our capacity to pursue the alternative 
approaches to the maintenance of international 
peace that are now so commonly advocated can be 
affected by the strength of our currency in 
traditional security terms. (We will return to this 
theme below.) 


(c) There is an advantage of clarity, moreover, in 
giving separate treatment to different policy 
instruments. Broadening the security concept can 
generate a more inclusive understanding of the 
forces that impinge upon the security objective. 
And it is helpful to be aware of the systemic 
inter-relationships that may work among the 
various forces conducive to war. But once these 
over-arching realities are understood, the problem 
needs to be “unpacked” again if the available 
policies of state are to be effectively deployed. We 
may all be threatened by a thinning ozone layer, but 
our chances of survival are unlikely to be improved 
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by lumping our alliance policies into the same pot 
as our approach to the international regulation of 
the use of pressure cans or refrigerator gases. 


(d) In any event, the trade-off between good 
butter, clean water and healthy air on the one hand, 
and guns and ammunition on the other is 
misleadingly drawn. There is no a priori reason for 
saying that money saved on defence should be 
spent (for example) on development assistance. 
There may (or may not) be a telling moral argument 
for saying so. There may (or may not) be a telling 
political argument for saying so. But similar moral 
and political arguments can be advanced in 
support of a great variety of other alternatives (e.g., 
public health). Making the trade-off linkages early 
in the debate has the effect of restricting the range 
of choice. This may, or may not, be regarded as 
appropriate, depending on one’s political point of 
view. But it should not be assumed for a moment 
that any particular trade-off is “natural” or 
“automatic”. Every such proposal contains in facta 
latent political choice. The truth keeps us free, and 
truth is served by clarity. 


(e) Finally, and most importantly, the insistence 
that these other policy issues be subsumed under 
the “security” umbrella does them a disservice on 
their own terms. The most powerful argument for 
development assistance, for example, is not that it 
increases our security or enhances our prosperity, 
but that it relieves suffering among peoples less 
fortunate than ourselves. In most cases it is highly 
doubtful that it has a direct bearing on our security 
at all. And our own prosperity can probably be 
served more efficiently by other means. It is true 
that political and diplomatic rewards can 
sometimes be reaped from the development 


_assistance enterprise, and it frees us from 


suspicion abroad that we are coldly indifferent to 
the misfortunes of others. But the expenditures 
involved might prove difficult to defend on the basis 
of these intangibles alone. In the final analysis, the 
defence of the policy must rest on its humanity, and 
the test of its worth must be the extent to which it 
achieves its humanitarian objectives. How much 
the government should actually expend on the 
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endeavour, and in what measure it should place the 
welfare of unfortunates abroad ahead of the needs 
and wants of Canadians at home is a function of the 
instructions it receives from its constituents and the 
way in which it weighs them against its other 
responsibilities. In this competition for public 
resources, the true case for a vigorous policy of 
international development (or for initiatives in 
support of the environment, or conservation, or 
human rights, or whatever) is thus weakened, not 
strengthened, if it is housed in the “security” basket. 
The trade-offs will be more responsibly made if the 
real stakes at issue are clarified, not obscured. 


The conclusion from the foregoing is that the 
public interest is poorly served by the confusion of 
traditional security concerns’ with other 
preoccupations, however urgent and significant 
the latter may be. The analysis that follows reflects 
this view. 


The Post-War Practice of Canadian 
Security Policy 


Michael McGwire, a renowned authority on 
Soviet naval policy, used to observe with some 
regularity during his period of tenure at Dalhousie 
University in the 1970s that “Canada’s defence 
problem is that it has no defence problem.” By that 
he meant that Canada faced no security threat to 
which Canadian defence policy could be a decisive 
response. Inside North America, the only potential 
threat to Canadian security was posed by the 
United States, and against the Americans the 
defences clearly had to be diplomatic, not military. 
Outside North America, the only potential threat 
was posed by the Soviet Union, and against the 
Soviets the significant defences were American, not 


- See his “Canadian security and Defence against help 
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Canadian. It was well understood, in fact, that the 


Americans would defend us against Soviet attack 
whether we liked it or not. Indeed, another security 
specialist of the day, Nils Orvik, went so far as to 
argue that the primary purpose of Canada’s military 
establishment in North America was to supply a 
“defence against help.”4 


In these circumstances, Canada could revel in 
the luxury of an “elective” defence policy. We could 
do as little, or as much, as we wished, in the full 
knowledge that from a purely military point of view a 
“free ride” was always an option. It was this 
underlying reality that exposed our defence 
expenditures in the later decades of the cold war to 
such frequent and unanswerable criticism, for it 
made it impossible to know with certainty how 
much effort was enough, or how much was 
appropriate.° 


In practice, this problem was largely resolved by 
reference to our general political and diplomatic 
interests abroad, as mediated by the principle of 
burden—sharing. More specifically, the 
government’s strategic interest in maintaining 
amicable relationships with a wide variety of 
“like-minded” powers in both North America and 
Europe, and its tactical interest in cultivating 
multilateral environments within which to pursue its 
international objectives, led to an early emphasis 
on institutionalizing the North Atlantic community 
for purposes of enhancing the security of the 
“West” against the Soviet Union and its allies. With 
precisely this purpose in mind, Canada joined with 
the Europeans in advocating the creation of the 
North Atlantic alliance as a working substitute for a 
hamstrung United Nations. in so doing, it fought 
against the initial preference in Washington, which 
was for a unilateral guarantee. NATO was thus 


,# 


, in International Perspectives, (May/June 1983), 


pp. 3-7. Amore general statement of the argument appeared under the title, “Defence Against Help — a 
Strategy for Small States?” in Survival No. 5 (1974), pp. 228-231. 


5 One of the earliest full-dress critiques was contained in James M. Minifie, Peacemaker or Powder-Monkey: 
Canada's Role in a Revolutionary World, (Toronto: McClelland & Stewart, 1960). The tenor of subsequent 
criticisms can be identified in some of the essays contained in Stephen Clarkson, ed., An Independent Foreign 
Policy for Canada, (Toronto: McClelland & Stewart, 1968). See espec. the editor’s comparative summation of the 


arguments, pp. 253 —69. 
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conceived in Ottawa, as in Europe, as a multilateral 
agency. Working through it could lessen the 
inconvenience that might otherwise result from 
having to deal with the United States on a purely 
bilateral basis in relation to security issues (and 
even, the Canadians hoped, in relation to some 
economic ones, as well).6 


Having in this way helped to found the 
“Atlanticist” club, Ottawa had then to pay a fee. 
Initially this amounted to very little, for it was 
assumed that Red armies could be held at bay with 
atomic bombs. The price went up, however, with 
the outbreak of war in Korea. Precisely how far was 
determined in consultation with our cold war allies, 
and on the basis of a judgment in Ottawa on what 
was required if our diplomacy was to have 
credibility and “presence” in both Washington and 
the capitals of Europe. Since this was a matter of 
“judgment”, and since the pay-offs (a seat at the 
table and diplomatic influence to go with it; access 
to information; training opportunities for the armed 
forces; foreign markets for Canadian military 
commodities; a reputation for amiable reliability 
among members of the American Congress; and 
the like) were either intangible or difficult to 
measure, there was room for disagreement. But for 
a very long time there was also a substantial 
consensus on the nature of the problem. The cold 
war was a hazardous political phenomenon, but it 
provided nonetheless a framework within which 
defence decisions could be made and by which 
security priorities could be set. 


Not all of these priorities, of course, were in 
Europe. Some were in North America. And some 
were founded in obligations incurred through the 
United Nations. Inthe case of the former, there were 
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periods when the use of Canadian assets (notably 
our airspace) was thought to be essential to 
American security. These periods came and went 
with changes in weapons technology, and were at 
their most intense when Soviet payloads relied on 
bomber delivery. Only then, and only there, was 
Canada’s cooperation truly essential to the total 
security effort, as security is traditionally 
understood. Elsewhere the Canadian role could 
reasonably be regarded by others as moderately 
important, but ancillary nonetheless. As the 
European powers recovered and re-armed, 
moreover, and as the cost and sophistication of 
weapons technology galloped ahead, an 
impression of “marginalization” was difficult to 
avoid. The defence contractions of the late 1960s 
and early 1970s ensued. Later attempts to reverse 
the pattern were partly successful, but were limited 
in the end by fiscal constraint. 


With respect to the United Nations, Canadian 
policy reflected a continuing interest in 
strengthening multilateral institutions.’ The 
reasons for this emphasis were related partly to a 
belief in the U.N.'s potential for promoting 
international order and partly to the sense that 
multilateral environments are conducive to middle 
power influence. Their procedural rules 
occasionally soften, after all, the impact of 
disparities of power, and their politics facilitates the 
formation of convenient diplomatic coalitions. 
Hence, while Ottawa soon lost its original hope that 
the U.N. would prove to be a truly effective collective 
security agency, it seized eagerly nonetheless on 
such opportunities as came along to sustain the 
organization and all its works. It played a major role 
in multilateral conflict-resolution diplomacy. 


6 Among the accounts of participants are Lester B. Pearson, Mike: The Memoirs of the Right Honourable Lester B. 
Pearson:Volume 2, 1948-1957, (Toronto: University of Toronto Press,1973), espec. Ch. 3 (“Atlantic Vision”); 
Escott Reid, Time of Fear and Hope: The Making of the North Atlantic Treaty, 1947-1949, (Toronto: McClelland & 
Stewart, 1977); and John W. Holmes, The Shaping of Peace: Canada and the Search for World Order, 1943-1957, 
Vol. 2, (Toronto: University of Toronto Press, 1982). For an academic’s treatment, see James Eayrs, In Defence of 
Canada: Growing Up Allied (Toronto: University of Toronto Press, 1980). A general analysis of Canadian 
involvements in the early politics of the cold war is contained in Denis Smith, Diplomacy of Fear: Canada and the 
Cold War, 1941—1948, (Toronto: University of Toronto Press, 1988). 


7 For an excellent general survey, see Tom Keating, op. cit. 
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It contributed actively to both the military and 
political prosecutions of the Korean War8 lt 
participated in every peacekeeping enterprise that 
was established under U.N. auspices (and some 
others as well). And it assumed a prominent, not to 
Say aggressive, place in the organization’s 
complex apparatus of specialized agencies. 


These various activities, it needs to be 
emphasized, were designed to serve more than 
one purpose. In particular cases, they were aimed 
most often at containing a local conflict in order to 
promote a wider peace. But it was also frequently 
assumed that a working example might a 
precedent make, thereby strengthening the 
institution itself and in the process advancing the 
development overall of a more orderly system of 
international politics. In some instances — notably 
in the “functional” areas of cooperation assigned to 
the specialized agencies — Ottawa’s initiatives 
were intended to enhance a particular cause that 
was in the immediate (Sometimes even in the 
acquisitive) Canadian interest. And there was 
always the hope — occasionally conscious, but 
often not — that our constructive international 
involvements would lead to the expansion more 
generally of Canada’s influence and credibility in 
the world arena. The webs of diplomacy are 
seamless; being taken seriously in the U.N. can 
sometimes lead to being taken more seriously 
elsewhere, too. 


The more visible of these various United Nations 
activities have proved to be immensely popular 
among internationally attentive publics within 
Canada. This is partly because some of our 
initiatives have been distinctive, as in the case most 
obviously of peacekeeping. It is also because their 
much-trumpeted “internationalist” tenor has given 
them moralistic appeal. This moral claim, it must be 
said, has been lamentably exaggerated. Among 
other things, it is based on a misconception of 
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~ Canadian policy, the premises of which have really 


been rooted in a clear understanding of the 
workings of “power politics” and of Canada’s 
interest as a status quo state with a preference for 
operating in a stable international environment. 
Canadians in their foreign policy are not more 
virtuous than other mortals. Geopolitically, 
however, they are more fortunate, and it is this, not 
their character, that allows them to associate so 
easily the pursuit of their national interests with what 
is so often regarded as the broader international 
good. 


Changes in the Contemporary Security 
Environment 


All these strategies and practices, it can be 
argued, served Canada well enough in the cold war 
world. We could have done more. We could have 
done less. Within certain limits, we could have 
done differently. But against the imperfect 
standards that reasonable observers are able to 
apply to the evaluation of statecraft, it was not a bad 
performance. No disaster of security policy could 
be attributed to Canada, and a few 
accomplishments could be claimed (although the 
practice of doing so — increasingly common in a 
populace that once eschewed such unseemly 
displays of vanity — is itself an alarming trend, and 
likely to prove counterproductive abroad). 


But the question arises: Are we now in a 
different world, and if so, does the difference 
suggest the need to transform our security 
posture? 


The answer to the first half of this question is 
Clearly affirmative. Keeping in mind the “security” 
focus of this analysis, and leaving aside the 
emergent environmental and other threats to 
human civilization to which reference has already 
been made, a number of developments appear to 


8 The official military account is Herbert Fairlie Wood, Strange Battleground: Official History of the 


Canadian Army in Korea, (Ottawa: Queen’s Printer, 1966). 


The Canadian naval contribution is 


described in Thor Thorgrimsson and E.C. Russell, Canadian Naval Operations in Korean Waters, 1950-1955, 
(Ottawa: Queen's Printer, 1965). Diplomatic aspects are treated in a number of works. See, for example, John W. 
Holmes, op. cit., Vol. 2, Ch. 7; Lester B. Pearson, op. cit., Vol. 2, espec. Chs. 7 and 8, and Appendix 1 and 2; and 
Denis Stairs, The Diplomacy of Constraint: Canada, the Korean War and the United States, (Toronto: University of 


TorontoPress, 1974). 


CONTEMPORARY SECURITY ISSUES 


be especially pertinent to the task of Canadian 
policy-makers. 


The most obvious of them is the death of the 
cold war. This has become a tiresome cliche, and 
some observers are driven to challenge it by 
arguing that the Russian menace may still rise 
again from the ashes. The power and convenience 
of militant nationalism as an inspirational diversion 
from the tribulations of a deconstructed Soviet 
economy could prove them right. But most would 
agree that the breakdown of bipolar animosities 
has removed such direct military threat from 
overseas as ever there was to Canada’s physical 
security. This in turn has eroded precisely those 
benchmarks that until recently allowed the 
members of our foreign and defence policy 
communities to rank-order their objectives, focus 
their efforts, and economize on what they tried to 
do. An already “elective” defence policy has now 
become even more voluntary than before. We are 
genuinely free to choose. 


One might have expected this to be a happy 
circumstance. North America is no longer a target 
for nuclear holocaust (or so most of us are inclined 
to assume). Should we not then rejoice? 


The problem, of course, is that the end of the 
cold war has not brought with it an end to war itself. 
That dark beast, as we have already observed, is 
with us still, and notwithstanding the pervasive 
power of the communications technology upon 
which we herald the arrival of the modern global 
village, its ferocity seems unabated. It occurs, 
moreover, in locations somehow less predictable 
than before, and in more kaleidoscopic 
circumstances. During the cold war, most military 
conflicts around the globe were understood (rightly 
or wrongly) as different scenes in the same play — 
written, that is, in reference to the same theme and 
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performed by the same rules. Now, however, each 
war seems to have its own script. 


Since these new outbreaks of violence are 
usually confined to small geographical areas, and 
since they are typically far removed from Canada, a 
posture of benign and empathetic neglect might be 
regarded at first glance as a suitable Canadian 
response. This would amount to a return to the 
isolationist premise of Canadian policy in the period 
between the two world wars, when the concept of 
Canada as “a fire-proof house, far from inflammable 
materials”? seemed to be both politically con- 
venient and strategically credible. 


Several factors, however, inhibit a return to so 
simple (and inexpensive) a strategy. The first 
derives from the failure of isolationism itself. For 
complex reasons related partly to the changing 
technology of weapons delivery systems, but more 
to the power of international politics to fabricate 
allegiances (and enmities) across even the widest 
of geographic barriers, both Canada and the United 
States were drawn first into a European and then 
into an Asian cataclysm. There is no reason to 
assume that isolationism would be a more reliable 
strategy now than it was in the twenties and thirties. 
Indeed, there are many reasons for assuming that 
its reliability in present circumstances would be 
even less. 


In any case, Canada is now firmly committed to 
a developmental and reformist posture with respect 
to the evolution of the international community. 
Conceivably this could change, but the evidence is 
to the contrary. In the meantime there are powerful 
expectations both at home and abroad that the 
Canadian government will continue to play an 
active and interventionist role in politico-security 
affairs. 


Among Canadians, the strength of these 
expectations is reinforced by the stimulus (or the 


9 This famous phrase is from a speech delivered by Senator Raoul Dandurand to the League of Nations in 1924. 
Canada’s inter-war security policies are beautifully treated in James Eayrs, /n Defence of Canada: From the Great 
War to the Great Depression, (Toronto: University of Toronto Press, 1964) and In Defence of Canada: Appease- 
ment and Rearmament, (Toronto: University of Toronto Press, 1965). See also Richard Veatch, Canada and the 
League of Nations, (Toronto: University of Toronto Press, 1975), and C.P. Stacey, Canada and the Age of Conflict, 
Vol. 2: 1921-1948, (Toronto: University of Toronto Press, 1985), espec. Chs. 1—6. Eayrs’ interpretation is pres- 
ented more briefly in his “’A Low Dishonest Decade’: Aspects of Canadian External Policy, 1931 —1939,” in Hugh 
L. Keenleyside, et al., The Growth of Canadian Policies in External Affairs, (Durham, N.C.: Duke University Press, 
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tug) of mass communications. This is the “CNN 
phenomenon” — although CNN is but one 
conveyor among many, and the phenomenon itself 
(which has historical precedents in the 
inflammatory journalism of the 19th century) dates 
back to at least the Vietnam War. At the flick of a 
switch, it brings into our living rooms vivid displays 
of the most ghastly of sufferings. Its effect is to lead 
well-intentioned citizens to insist that the 
government take immediate action to inhibit the 
killing upon which the cameras have focussed, and 
to restore the peace. Such reactions reflect a wholly 
admirable compassion and concern, and are 
expressive of the ordered civility of the society in 
which we live. But the practical implication runs 
contrary to traditional — and still pervasive — 
practices of statecraft, and perhaps also to the 
principle of the social contract itself. This is 
because it invites the government to intervene, 
sometimes in very substantial measure, even 
where Canada’s geopolitical interests are not 
directly at stake. Ottawa is thus not allowed to say 
(as a hypothetical example) that it has a 
responsibility to invest significantly in peace and 
security operations in western Europe or central 
America, but has no comparable responsibility in 
the Middle East or South Asia. 


As we have already observed, this drive to 
activism is sometimes further reinforced by an 
excessively optimistic view of what can be 
accomplished by a limited intervention over the 
short term. The “killing fields” behaviour portrayed 
nightly on the television news appears barbarously 
irrational. It is sometimes wrongly concluded from 
this that a restoration of order followed by an 
injection of economic assistance and lessons on 
democracy will bring the warring populations back 
to their (rational) senses. A more accurate 
conclusion might be that the conflicts themselves 
are deeply ingrained in cynically exploited 
combinations of unhappy history and intractable 
circumstance. Where such is the case, 
externally-imposed solutions will often require 
massive interventions along a wide variety of the 
dimensions of modern government — and for 
periods lasting a generation or more — if they are to 
have even a modest chance of success. This raises 
in turn a series of questions about the sources of 
legitimacy for such operations — operations which, 
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‘in another time, might have been described as 


“imperialism” and defended on precepts that we 
can no longer accept. In spite of these 
still-unresolved dilemmas, however, the optimistic 
view, rooted in the concept of peace through 
progress, is widely and deeply held, and it 
contributes mightily to the insistence that the 
government take action in almost every case. 
Isolationism is not a politically viable option. 


By this route, as defined by these various forces, 
we arrive at an interesting paradox: the 
government’s security “burden” is enormously 
increased at a time when the country’s actual 
security position in relation to the traditional 
manifestations of external menace is in less 
jeopardy than on any occasion since the turn of the 
century. 


In responding to this circumstance, moreover, 
Ottawa faces at least one extremely significant 
constraint. It has run out of money. Or rather, it has 
run out of the willingness of the public to allocate 
more of its private money to public purposes. There 
can be honest disagreement about the seriousness 
of this problem. But as a practical matter, the 
government of Canada is in no position to increase 
further the level of its public debt. Whatever the 
security policies it now devises, therefore, they 
cannot entail the expenditure of increased amounts 
of public treasure. 


One final factor may warrant brief attention. The 
death of the cold war has not only deprived us, 
happily or unhappily, of the framework within which 
the parameters of our security policy were 
previously determined, but also has made us seem 
less important to others. Included most notably 
among these “others” are the Europeans. The 
‘Atlanticist” cause was a function of the Soviet 
threat. With that threat now gone, and with 
resurgent Europeans increasingly preoccupied 
with their own projects, Canada’s capacity for 
exploiting multilateral networks in the North Atlantic 
as a means of enhancing its diplomatic influence 
and countering the overwhelming presence of the 
United States may have been gravely weakened. 
There is now more talk of “twin pillars” and 
“dumbbells” than of “Atlantic visions.” One of the 
consequences is that Canada has come to face in 
politico-security affairs a battery of pressures akin 
to the forces that in the economic sphere eventually 
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found their expression in the Canada-United States 
Free Trade Agreement. We confront the prospect, 
in other words, of becoming what the architects of 
our post-war security policy in the 1940s feared 
most of all — a continental power subordinated in 
the minds of others to the United States. The fear of 
this reality strengthens the motives of those who 
advocate a prominent role for Canada in the United 
Nations and all its works. It strengthens, too, the 
desire of old hands to cling to old networks. But in 
this respect the mechanisms may no longer work 
as they once were thought to do. Their utility could 
therefore warrant sober second thought. 


Policy Implications and Requirements 
— General 


The foregoing analysis, when weighed against 
the recurrent unpredictability of international affairs, 
points to some general requirements that can 
usefully guide the government as it responds to the 
specific circumstances of our altered world. 
Domestic political calculations aside, four of these 
are particularly salient. 


(a) The first is the need to keep our powder dry. 
International conflict is a perennial phenomenon, 
and there is no sign of its abating within the 
foreseeable future. The location, character and 
scope of particular outbreaks of violence, 
moreover, cannot be predicted in advance (not, at 
least, very far in advance), and their significance 
even for bystanders therefore cannot readily be 
determined before they occur. If there is any 
certainty in international politics, it is that all 
configurations of circumstance are fleeting. We can 
count on none of them to persist. Few would argue 
now, for example, that we will shortly enjoy the 
security of the new world order that so many 
observers, just two or three years ago, were 
confident would emerge in the wake of the cold war. 
And few would have argued in 1987 that there 
would be no cold war at all in 1992. 


It is true that some of the factors that influence 
the course of international affairs are subject to 
irreversible change, and occasionally the change is 
at least partly understood. The clock, for example, 
does not turn back on technology. But even where 
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such trends are known, their impact becomes 
uncertain when the more chaotic of the manifold 
sources of international political behaviour are 
added to the causal mix. Scenarios of potential 
conflict have multiplied, if anything, in the post-cold 
war environment, and with them the available 
routes of escalation. 


It follows that no strategic assessment can be 
regarded as either final or permanent. The 
relevance of all such evaluations is bound to be 
temporary. Any attachment to a narrow security 
specialization is therefore premature, and carries 
with it a very high risk. Having options contributes 
to security, too. 


(b) The second requirement flows from the first. 
It enjoins the government to try wherever possible 
to maximize its flexibility. One of the realities of 
statecraft is that eclecticism is unavoidable. This is 
true for all states. It may be especially true for states 
that possess only modest capabilities, and have a 
vested interest in maintaining a stable international 
environment. Powers such as these cannot 
reasonably seek — except at the margins — to 
change the world in their own image, orto transform 
the international system to their own liking. This 
makes the wisest of them in some measure 
reactive. Certainly it gives them reason to find 
benefit (provided they do not go too far) in 
pragmatism, and to see virtue in ad hocery. 


It should not be concluded from this that there is 
no place for principle in the foreign policy of a 
middle power. But dogmas should be avoided, and 
practitioners in the professional foreign policy 
community need to be protected from the awkward 
and impracticable constraints that come from 
policy doctrines that are too rigidly defined and too 
mechanically applied. Effective foreign policy, like 
diplomacy itself, needs room for manoeuvre. 


(c) The third requirement to some extent 
conflicts with the first and the second. This makes 


‘applying it a complex and subtle challenge. 


Nonetheless, there is a need for criteria that will 
allow the government to economize on its security 
commitments and obligations. It cannot do 
everything. Since its resources are so limited, and 
since the demands for its security services are so 
plentiful, it must pick and choose. But ifit is to avoid 
the appearance of acting on the basis of caprice 
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alone, it must presumably do so with reference to 
an ordering of priorities. By the same token, if such 
priorities are defined too firmly or clearly, there is a 
serious risk that they will introduce precisely the 
rigidities that the first and second of our 
requirements are designed to prevent. In the 
process, they may also alienate governments in the 
areas identified as low priorities abroad, along with 
such elements at home as are linked to them by ties 
of interest, affection, or both. 


(d) Finally, decisions in the security field must be 
taken with the understanding that security policy 
often serves the security purpose by very indirect 
routes. Supporting the credibility of our diplomacy 
and sustaining an amicable environment for its 
conduct are among them. Our interests in the 
international community are — systemically 
interconnected, and in this complex environment 
simple notions of linear cause-and-effect need to 
be viewed with suspicion. Being highly regarded in 
Washington, for example, is a Canadian security 
asset.!9 Maintaining it sometimes leads to our 
accepting security commitments (albeit modest 
Ones) that we would otherwise prefer to decline. 
Some regard this as undignified. But it is a fact of 
Canada’s international life, and its cost is usually 
not very high. Trying to countervail American 
influence or attempting to modify the exercise of 
American power has sometimes imposed a similar 
burden. In short, the process by which our security 
policy actually enhances our security is more 
subtle, more intricate, and more given to nuance 
than is often assumed. Those who fabricate 
government policy are wise to take this, too, into 
account. 


What follows has been written with these four 
requirements broadly in view. 


Canadian “Defence” Policy — The 


Basic Choice 


Part of the argument of this paper is that 
“security policy” ought not to be too broadly 
defined, since doing so obscures distinctions that 
are essential to clarity in the making of decisions. 
On the other hand, it is not the paper’s purpose to 
focus on the “nuts and bolts” of defence policy, 
where the term “defence” is narrowly conceived. 
These issues are important,'’ but they will be 
considered elsewhere by others. It is true that 
decisions on such matters as the weapons systems 
we procure can profoundly influence the 
international roles we play, and given the “leads 
and lags” of the defence procurement process an 
occasional (and sometimes even a persistent) 
wagging of the policy dog by its equipment tail is 
inevitable. But that is not where we would wish the 
decision-making on essentials to begin. 


It may thus be worth commenting briefly on what 
seems to be the most central of the questions 
confronting the Canadian defence establishment 
as it seeks to maximize its contribution to Canadian 
security in our rapidly evolving world: Specifically, 
should Canada continue to maintain an armed 
forces establishment with general purpose 
capabilities (even if those capabilities in some 
cases amount to little more than an expandable 
core)? Or should it concentrate instead on the 
provision of small-scale and lightly equipped forces 
capable of rapid deployment abroad, and trained 
specifically for peacekeeping and related support 
functions? 


This it not an “either-or” matter. General 
purpose capabilities can be more or less “general.” 
Certainly they can be more or less substantial. And 
the range of functions now associated with loosely 
expanded conceptions of “peacekeeping” is such 


10 One of the clearest expositions of this argument is in Peyton V. Lyon, The Policy Question: A Criticial Appraisal of 
Canada’s Role in World Affairs, (Toronto: McClelland & Stewart, 1963). The book was written partly in response to 


James M. Minifie, op. cit. 


11 Among them, for example, are those bearing on equipment procurement, the rationalization of bases, the ratio of 
permanent force personnel to reserves, the relative placing(say) of sovereignty protection and peacekeeping in 
our rhetorical (or declared) list of priorities, the organizational structure of our systems of command, therelation- 
ship between civil and military authorities within the Department of National Defence, and so on. 
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as to embrace the fielding of electoral officers or 
social workers on the one hand, and the 
engagement of warships and combataircraft on the 
other. Nonetheless, there is a case for posing the 
problem in starkly dichotomous terms, if only to 
bring out the fundamental issues. What favours the 
“constabulary” option? What favours its “general 
purpose” alternative? 


Among the arguments in support of the 
constabulary approach are the following: 


(a) Canada will make its most effective 
contribution to international security (of which its 
own security is a part) by concentrating on what it 
does best, and on what its political credentials 
make it almost (not quite!) uniquely capable of 
doing. There are many routes to security. Fielding 
peacekeeping forces is one of them. Americans 
(for example) do it badly. We do it well. Everyone 
knows we do it well. Since resources are limited, 
why do we not specialize in our specialty? 


(b) The strength of this argumentis enhanced by 
the observation that many other states with security 
interests akin to Our own are now capable of 
mobilizing big battalions — a phenomenon that 
was much less in evidence in the years immediately 
following World War Il than it is today. If big 
battalions are now required, therefore, why not 
leave that task to them? 


(c) Given the fact that within the foreseeable 
future wars are most likely to occur in regions far 
removed from North America, it may not be in 
Canada’s interest to maintain a significant 
war-making capability for deployment abroad, if 
only because this could have the effect of drawing 
us needlessly into other peoples’ quarrels. 
Canada’s own security might best be served, 
therefore, by the maintenance of only modest 
military capacities. Not only would this equip us 
most appropriately for the kinds of contribution to 
world order that we are especially able to make, but 
it would also keep us well away from fires that are 
seriously out of control. There is a sense in which 


weak states, if they are geopolitically advantaged, 


are sometimes the most secure. No one expects 
them to do much fighting. 
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(d) The process of transforming the international 
political culture, with its roots in the currency of 
military power, has to start somewhere. Perhaps it 
can start with us and with other countries of like 
stature and like mind. It is improbable, after all, that 
it will start with anyone else. 


(e) The constabulary alternative, in most of its 
forms, is cheaper. This is not an insignficant 
consideration at a time when public resources are 
in such short supply. 


These arguments are not insubstantial. But the 
analysis in this paper gives greater weight to those 
in support of the general purpose alternative. Of 
these, the most obvious are the following: 


(a) The continuing evidence that anarchy and 
violence are still highly characteristic of political life 
in the international environment begets caution. 
Expressing such caution is an obligation of defence 
establishments everywhere, but it could be 
expressed with less vigour had the ending of the 
cold war brought with it a reliable amelioration in the 
temper of international affairs (as some expected it 
would). Sadly it did not, and we have been left with 
a still violent and unpredictable world. In these 
circumstances, we should certainly keep our 
powder dry. We should also stockpile our 
ammunition in multiple calibres. 


(b) This argument is sustained by political and 
diplomatic considerations, and by the 
requirements more generally of indirect defence. If 
we do not sustain a reasonably flexible capacity for 
making contributions to collective military 
undertakings abroad, we will lose, not our capacity 
to speak, but our capacity to ensure that when we 
do speak, we will be taken seriously. Those who 


_favour the constabulary alternative may argue in 


response that peacekeeping forces are more 
amiable for others to contemplate — and even 
more useful for others to draw upon — than are 
general purpose forces with limited capabilities. 
But when the going gets rough and the stakes get 
high, the political currency is paid to the diplomats 
who represent the bigger battalions. 
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(c) A third argument, commonly expressed by 
responsible military professionals, is a spin-off from 
the first two. It makes the point that once our forces 
are drawn down and our officers and technical 
personnel are “de-skilled,” it is no easy task to build 
them back up again, particularly in an age when 
warfare is often “high-tech”. The course of 
international politics is uncertain for the next month. 
It is obscure for the next year. It is unfathomable for 
the next decade. What do we do in 2004 if we facea 
serious problem abroad and have nothing upon 
which to draw save keepers of the peace? 


To repeat, there are ranges of “general purpose” 
Capabilities, just as there are varieties of 
“peacekeeping” capabilities. Precisely which 
ingredients are best suited — and in what 
proportions — to the capabilities “mix” that Canada 
can reasonably be expected to afford is a matter for 
more specialized inquiry. The persistence of 
uncertainty, however, suggests that the outcome 
ought to be weighted as much as possible in favour 
of the “general purpose” end of the spectrum. 


Europe 


The foregoing does not necessarily mean that 
our priorities and deployments abroad should 
remain unchanged from what they have 
traditionally been. The international environment is 
different, and this affects the calculation of benefits 
and costs. The European theatre may provide a 
case in point. 


For reasons addressed earlier, Europe was long 
considered the first line of cold war defence. Butthe 
cold war has now departed, and in so doing has 
sapped such strength as had previously remained 
of the Atlanticist drive upon which middle-aged 
Canadians were reared in the 1940s and ’50s. The 
process of erosion has been further encouraged by 
the globalization of the international economy. 
Together with the rise of Japan, China, the Asian 
“Tigers,” and a number of the “Americas,” this has 
made us much less Euro-centric than we once were 
in our economic preoccupations. Concomitant 
processes of formal economic integration in both 


the European and North American regions have 
similarly helped to accelerate the shift away from 
the traditional conception of an Atlantic community 
drawn tightly together for the purpose of defending 
a common political and economic civilization 
against an alien menace. Replacing it are 
metaphors — “twin pillars”, as we have noted, and 
“dumbells” — that suggest a complementary, but 
not a communal, interest. The “Transatlantic 
Declarations” of 1990 are manifestations, not of a 
genuinely multilateral community, but of a kind of 
“bilateralism of the regions.” The changing 
composition of the Canadian mosaic at home, the 
weakening of traditional educational and cultural 
linkages with Europe, the gradual fading of 
memories of the Second World War — these, too, 
contribute to the decay. And the sense, finally, that 
the security threat in the European theatre is now 
neither monothlic nor overwhelming, when 
coupled to an awareness of the impressive 
resources available to the recovered European 
powers, fortifies the view that the Europeans are 
well placed to help themselves. 


In keeping with these changes, Canadian forces 
have already been withdrawn from European soil, 
although the commitment to re-deploy, if required, 
still remains. While the particulars of this 
commitment (what kinds of forces, etc.) can be 
hotly debated by defence specialists, the 
arrangement itself seems broadly sensible. There 
remains, however, a question bearing on the 
circumstances in which Ottawa should respond to 
European requests for assistance. When the cold 
war was in place, the case for cooperating more or 
less without argument (in public, at least) was very 
powertul, for it was feared that displays of division, 
doubt or disarray would give dangerous 
encouragementto those in charge of the Red Army. 
In the more free-wheeling environment of the 
present, however, there is a strong case for arguing 
that Europeans should be expected, on the whole, 
to keep order in their own house. It follows that 
Canadian involvements in European hot-spots 
should be limited to those occasions on which it can 
be credibly claimed that Canada’s active military 
presense is (a) useful, and (b) more useful than a 
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comparable presence by a European power. Such 
occasions are likely to be infrequent.!2 


It should not be concluded from this that our 
continued participation in European 
politico-security institutions — NATO and the CSCE 
among them — is no longer useful. Quite the 
contrary. It gives us a seat atthe table. It provides us 
with valuable information on political and other 
developments that can affect our interests. It helps 
us to maintain our diplomatic credibility in other 
fora. Occasionally it may encourage us to develop 
and propagate constructive ideas that the 
representatives of other powers have not thought to 
consider. And it may even provide congenial 
opportunities, in the presence of important third 
parties, for distinguishing both our position and our 
interests from those of the United States. 


But it should be understood that these 
advantages are modest, not massive. They do not 
allow us to countervail the exercise of American 
power. They do not profoundly influence our 
economic welfare. And they do not mean that we 
will be a decisive force in determining the outcome 
of any particular European quarrel. In short, we 
should continue to take part, but with diminished 
expectations of a high return. And if the return is to 
be less, so also should be the allocation to the 
European theatre of our military resources, and 
perhaps of our diplomatic and representational 
ones as well. Certainly we should not be too quick 
to jump in where Europeans fear to tread. 


Western Hemisphere 


In the western hemisphere there are essentially 
two security policy issues. The first bears on our 
security relationship and defence cooperation 
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arrangements with the United States. The second 
concerns the extent to which we wish to become 
involved in politico-security questions arising in the 
Caribbean and in Central and South America. 


United States: With respect to the United 
States, it is tempting at first blush to cite the 
departure of the cold war as good reason for 
abrogating many of our existing bilateral security 
arrangements (the NORAD command and control 
system prominently among them). Perhaps we 
now have an opportunity to distance ourselves 
more generally from the security postures of a 
superpower whose interests, attitudes and 
perceptions are often very different from our own. 
The integration of our continental defences may 
have been necessary when the Soviet Union was 
thought to menace the physical safety of North 
America. But is this still a requirement? 


In a simpler world, the answer might be “No”. 
And in much ofthe American defence community at 
present, this may well be the preferred response. 
Canadian involvement in American security affairs 
is sometimes, after all, a source of marginal 
inconvenience for American authorities. Our 
ceaseless insistence on being properly consulted, 
for example, contributes to the general clutter of an 
already over-populated policy environment. If 
cooperation in the use of our geopolitical assets is 
no longer crucial to their security, why should they 
bother with us? 


But on the Canadian side of the border the 
calculations are more intricate. It is true that the 
cosmetics of the relationship are sometimes 
awkward for Canadian governments, whose 
constituents may see them as evidence of 
subordination to an imperial power. But in reality 
there is little indication that Canada’s 
independence is significantly undermined by our 


12 The force of this argument is enhanced by another reality that Canadian policy must now confront. The drive to 
European unity has recently come to include an attempt to establish among the members of the Union a common 
foreign policy. Progress has not been great, and some’are pessimistic about the outcome. But habits — and 
instruments — of internal European consultation on security policy matters are becoming deeply ingrained 
nonetheless, and they have the effect of placing non-European players — even other Atlantic players — in a sepa- 
rate category. In concrete terms, this means that Canada’s capacity to exercise influence over Europe-driven 
decisions has been considerably weakened (as recent events in the former Yugoslavia may serve to illustrate), 
and there is nothing to suggest that our military assets are sufficiently substantial to allow the government to use 
them as a vehicle for buying its way out of the problem. That being so, why expend a limited resource for so small 
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cooperative arrangements with the United States in 
the field of defence. Certainly they have less 
relevance for the way Canadians actually live at 
home, or how they conduct themselves abroad, 
than do the workings, for example, of our integrated 
continental economy, or the penetrations of 
American media of mass communications. 


In any case, significant benefits accrue to 
Canada from the access to the American defence 
establishmentthat results from continental defence 
cooperation. Some of these benefits are economic, 
as in the case of arrangements governing the 
sharing of defence production. Others are 
technological, arising from the exposure of our 
military personnel to the operations of American 
weapons systems. Still others result from the flow 
of information and intelligence that comes to us 
automatically as a result of our participation in 
American surveillance networks (the sophistication 
of which is such that we could not afford to maintain 
them for ourselves). Others, again, reflect the “early 
warnings” that we receive of on-going 
developments in American defence planning, 
some of which can affect our interests. And others, 
yet again, relate to the training opportunities that 
cooperative defence arrangements confer on 
members of the Canadian Armed Forces. 


This list could be lengthened, and it derives not 
merely from the high-profile NORAD Agreement, 
but from a vast array of interlocking transborder 
arrangements that permeate the daily operations of 
the defence establishment. Suffice it to say that the 
current distribution of benefits almost certainly 
favours Canada more than the United States. And it 
should be observed in addition that Canada-U.S. 
defence cooperation helps to sustain in 
Washington a general receptivity to Canadian 
diplomatic concerns that would otherwise begin to 
fade. 


From the Canadian point of view, these various 
returns and others like them are cheap at the price, 
and we should not be surprised during the NORAD 
renewal negotiations if it is the Americans, rather 
than ourselves, who turn out to be the reluctant 
suitors. 


Other Americas: Just as our traditional 
associations with Europe have been weakening, it 
is possible to argue that our linkages with Latin 
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America have been strengthening. The NAFTA is 
the most obvious manifestation of this 
phenomenon, and there are indications that our 
economic involvements in Latin America more 
generally will intensify in the future — partly as a 
result of the workings of the Agreement itself, and 
partly through separate but parallel economic 
processes (e.g., mining investments in Chile). 
These developments may accelerate, moreover, if 
regionalist forces in Europe and Asia continue to 
make their markets difficult for capital-short 
Canadian enterprises to penetrate. This in turn 
suggests that Canadian security policy ought to 
give a higher priority than in the past to issues 
arising in the “Other Americas”, just as it should 
give a somewhat lower priority to local security 
problems in Europe. 


Such a change of emphasis is already evident to 
some extent in our acceptance of the obligations of 
membership in the Organization of American 
States, as well as in our involvement in some of the 
specific problems that have arisen in both Central 
America and the Caribbean. Such engagements 
carry an obvious hazard — one that for for many 
years led us to keep our distance from the O.A.S. It 
is the danger that we will become caught in 
unhappy differences of opinion between the United 
States on the one hand, and one or more of the 
“Other Americas” on the other. Since our interest in 
maintaining an amicable relationship with 
Washington is paramount, and since our interest in 
security problems elsewhere in the hemisphere 
usually lies more with the fact of settlement than 
with the terms of settlement, the government can 
find itself in a situation in which it thinks it wise to 
support the American cause (more or less), but 
knows that its doing so may lead to disappointment 
among the other players involved. It can also lead 
to disgust among its own constituents, many of 
whom will see any such alignment with Washington 
as evidence that courage — and independence — 
is wanting in Ottawa. 


A possible solution is to insist (or hope) that 
hemispheric conflicts be managed through the 
United Nations, where the involvement of other 
players leavens the dilemma of “choosing sides.” 
This might even be made a condition of Canadian 
participation. But escapes of this kind may not be 
available in a context in which the O.A.S. is intended 
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to act as a regional security vehicle, and in a 
hemisphere that the Americans are historically 
inclined to regard as their own. 


Few hard-and-fast conclusions can be drawn 
from this, save (1) that future involvements in the 
politico-security problems of the “Other Americas” 
are almost certainly unavoidable, (2) that such 
involvements will sometimes create awkward 
choices for Canada in a way that has not been 
typical of our conflict-resolution engagements 
elsewhere in the world, and (3) that for this, as well 
as for economic and other reasons, a 
re-assignment of some of our diplomatic and other 
representational resources from Europe to Latin 
America may be warranted within the reasonably 
near term. 


North Pacific 


Outside Europe and the Western Hemisphere, 
Canadian security policy can be considered most 
usefully in the context of the United Nations, 
collective security and peacekeeping, to which we 
will give attention below. Brief special mention 
should perhaps be made, however, of the North 
Pacific, where Canada some years ago launched a 
“Cooperative Security Dialogue” composed of a 
mixture of diplomatic (Track 1) and 
governmentally-inspired non-governmental (Track 
2) initiatives.!$ In some respects this undertaking 
was motivated by preoccupations similar to the 
ones that governed Canada’s earlier involvements 
in Europe, except that the cold war was not the 
trigger. There was an interest (a) in diversifying our 
external relationships relatively to the United States, 
(b) in establishing Canada as a political as well as 
economic player in the Pacific arena, (c) in 
promoting the development of institutional 
mechanisms for resolving disputes in an area in 
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which historic animosities run deep, and (d) in 
contributing generally to the stability of an area that 
has become increasingly important to Canada’s 
economy and is now prominently represented in 
the ethnic composition of the Canadian population. 
In addition, the burgeoning economic importance 
of the area was encouraging other players to take 
initiatives of their own, and there was a feeling that 
Canada could not afford to be “left out.” 


This initiative has been usefui. Certainly it has 
multiplied the number of informal contacts that can 
now be tapped by those who have an interest in 
promoting communications among the countries 
involved. Academics who specialize in North 
Pacific subjects have been particularly well served, 
and the spin-offs from their work is likely to enhance 
the public interest inthe long run. Atthe same time, 
however, it seems clear that conditions are not 
really ripe for the construction of truly effective 
security institutions on a multilateral basis in the 
North Pacific region. It seems clear as well that 
Canada’s capacity to influence the security politics 
of the area in a significant way is extremely limited. 
Our leverage is slight, and the political cultures of 
the countries involved are very different from our 
own. Their relationships with one another, 
moreover, are profoundly influenced by ethnic, 
linguistic and attitudinal differences that are 
compounded by long memories of ancient 
disputes. The liberal pluralism that seems so often 
to drive the practice of Canadian politics at home 
and abroad often works very well, but the North 
Pacific is not yet a promising environment for further 
experimentation. Given our economic and 
demographic interests in the area, we should 
certainly try to secure Canadian seats at Pacific 
tables. But even more than in Europe, we should 
have modest expectations and not set our 
aspirations too high. Modesty and credibility 
sometimes go together. 


18 For an early report on this initiative, see Stewart Henderson, “Canada and Asia Pacific Security — The North 
Pacific Cooperative Security Dialogue: Recent Trends,” Policy Planning Staff Paper, Number 91/8 (Ottawa: 
Department of External Affairs, 1991). Conference reports, publications and other information on the “dialogue” 
can be obtained from the Directors ofits Research Programme, Drs. David B. Dewitt and Paul M. Evans, 3rd Floor, 
York Lanes, York University, 4700 Keele Street, North York, Ontario M3J 1P3. 
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The United Nations, Collective 
Security, and Peacekeeping 


NATO and the North American continental 
defence apparatus aside, the traditional vehicle for 
Canadian security policy in the post-war world has 
been the United Nations. This has been true both 
diplomatically and militarily, and at home it has 
been a popular priority. 


For reasons considered earlier, the hope that the 
U.N. would become a truly effective “collective 
security” agency enjoyed a brief resurgence as the 
immobilizing effects of the cold war first appeared 
to dissipate at the turn of the decade. This 
optimism, however, has been followed in some 
quarters by another round of scepticism as the 
organization has shown itself unable to respond 
expeditiously, efficiently, and decisively to the 
security challenges with which it has been 
confronted in a less rigidly structured world. 


The reality, of course, is that the United Nations 
is the creature of its members, and its 
accomplishments cannot surpass the standards 
set by the workings oftheir politics. That being so, it 
was futile three years ago to expect too much, just 
as it would be silly now to expect too little. The U.N. 
is neither an institution nor a process that we can 
hope to advance to the point of perfection. We can 
only keep on trying, in the knowledge that we will 
have many failures, an occasional success, and a 
world at least a little better than we would have 
enjoyed if we had not tried at all. 


This is not, some might say, a very ambitious 
standard. But it is a realistic one. Its implications, 
moreover, are not necessarily inconsistent with 
those that emerge from more utopian premises. 
Specifically, there is nothing in the present 
international environment to suggest that Canada 
ought significantly to revise the emphasis it has 
traditionally given to United Nations pursuits, or to 
give up its interest in such reformist initiatives as 
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would help to make the organization work more 
effectively as an executive instrument. The 
classical requirements of a proper “collective 
security” system are that it have a universal (or 
nearly universal) membership, and that all of its 
members agree in advance, on a permanent basis, 
to take up arms (if necessary) against any state 
(even a friendly one) that aggresses militarily 
against any other state or states in the international 
community.'4 These requirements are far too 
demanding for the conditions of international 
politics as humanity has experienced them thus far. 
But that cannot mean that nothing at all can be 
accomplished. Nor can it mean that we should 
allow the best to become the enemy of the good. 


Having said that, it must be acknowledged as 
well that Canada now faces an awkward difficulty. It 
is the product, not of failure, but of success, and it 
takes the form of a rapid expansion in the number 
and variety of demands for our participation in 


peace observation, peacekeeping and peace 


enforcement operations under U.N. (and other) 
auspices overseas. The problem here is not (so far) 
a lack of will, but a lack of resources. Public 
enthusiasm could turn quickly to cynicism, and 
cynicism to caution, if Canadian troops were to 


_ suffer extensive casualties during the course of one 


or more of their international assignments. In the 
absence of such a retreat from what Canadians 
widely regard as a constructive contribution to the 
public international good, however, the 
government will need to find ways of economizing 
on its obligations. Some requests will have to be 
turned down. Some contributions will have to take 
token form. | 


Identifying criteria for making these economies 
will be difficult. Even if they are found, they will have 
to be applied with an eye to the requirements of 
flexibility. Among the possibilities are the following: 


(1) Economizing by geographical area: In 
principle, we could decide to make Canadian 
peacekeeping forces available for service in some 
parts of the world, but not in all. In defence of this 


14 Inis L. Claude, Jr, must still be counted among the clearest students of the theory of collective security and related 
concepts.See,forexample,his Swords into Plowshares: The Problems and Progress of International Organiza- 
tions,3rd ed., rev. (New York: Random House, 1964), espec. Ch. 12,“Collective Security as an Approach to 
Peace”; and his Power and International Relations, (New York: Random House, 1962), espec. Ch. 4, “Collective 
Security: An Alternative to Balance of Power?” and Ch. 5, “A Critique of Collective Security”. 
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position it could be argued that, as more and more 
powers elsewhere in the world acquire 
peacekeeping experience, the less necessary will it 
be for Canada to appear on the roster of every 
operation. 


The difficulty with this approach, however, is that 
itreduces a complex political and moral calculation 
to a mechanical dimension (geographical 
location). At the same time it risks alienating both 
those who find themselves excluded abroad, and 
those who support them at home. On geopolitical 
criteria alone, for example, the continent of Africa 
might readily qualify as an excludable zone. But 
could any Canadian government capable of 
making a contribution to the amelioration of 
conditions in Rwanda now operate comfortably on 
the basis of such a restriction? Geopolitical criteria 
may work well in the abstract, but they often falter in 
the concrete. 


(2) Economizing by auspices: We could also 
decide that in future Canada will only respond to 
calls from the United Nations, and not to requests 
that come (for example) directly from one or more of 
the great powers, or through a regional 
organization like NATO, the O.A.S., or the O.A.U. 
Again, however, this may be a more persuasive 
proposal in the abstract than in the real world, 
where the pleas of great powers and friendly 
organizations in need are difficult to deny. In any 
event, not many such cases would be excluded by 
this sort of restriction. 


(3) Economizing by role: The broadening of 
the concept of peacekeeping so as to include other 
functions in addition to the traditional ones leads, as 
we observed earlier, to the demand for increasingly 
ambitious forms of intervention and social 
engineering. On the other hand, it also opens up 
the possibility of making a contribution without 
necessarily placing armed forces in the field — a 
possibility that is already represented in our 
escalating deployments of RCMP officers and 
electoral experts in politically precarious locations 
around the world. Alternatively, we can refine our 
existing practices with respect to the varieties of 
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armed forces that we are prepared to make 
available (concentrating, for example, on 
communications or other  infra-structure 
requirements), or to the length of time over which 
we are willing to commit them (some have 
suggested, as a case in point, that we ought to 
specialize in the initial phases of peacekeeping 
deployments, so that we can be, as it were, “first in 
and first out”).15 


(4) Economizing by defining in advance our 
“participation prerequisites”: Notwithstanding 
the general popularity of peacekeeping in Canada, 
there is also a concern that many peacekeeping 
operations have appeared not to “work.” 
Involvement in future instances could thus be made 
conditional (as it was in the case of the ICCS in 
Vietnam in 1972—73) on certain requirements 
being met. Prerequisites of this sort usually include 
items like the following: a clear and enforceable 
mandate; an agreement among the parties to 
cease firing; an agreement by all parties that 
Canada should participate; an agreed 
arrangement or process for pursuing a long-term 
settlement; an overall deployment of sufficient size 
to be adequate for the task at hand, and with 
components appropriate to the job; a single and 
readily identifiable authority to whom to report; 
adequate loigistical and financial supports; and so 
on. 


Again, of course, prerequisites of this kind are 
often impossible to meet in the midst of the chaotic 
environments that military conflicts create. Itcan be 
argued, moreover, that every case is sui generis, so 
that any attempt to lay down abstract preconditions 
in advance is both unhelpful and unrealistic. 
Provided they are not too rigidly applied, however, 
they can provide in appropriate instances a line of 
retreat to which the government can have recourse 
in avoiding untenable commitments. 


There are other possibilities. For example, if 
Canada were successful in establishing itself as a 
principal centre for training armed forces from other 
parts of the world in the “peacekeeping” arts, this 
might then be used as a ground for excusing us 


15 See Joseph T. Jockel, Canada and International Peacekeeping, (Washington: Center for Strategic and Interna- 
tional Studies, and Toronto: Canadian Institute of Strategic Studies, 1994),espec. pp. 37-38 and 65. Jockel re- 


fers to this as the“vanguard concept.” 
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from more specific duties in particular conflict 
locations. 


The basic argument, however, is clear and 
simple: We cannot do itall. We must therefore have 
means at hand for occasionally declining to serve. 
But we must use those means with flexibility, and 
with the understanding that effective statecraft is 
not necessarily consistent statecraft. Politics is an 
eclectic art. 


Concluding Observation 


The foregoing does not by any means constitute 
a full canvass of the ingredients of Canadian 
security policy. Important topics — for example, 
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arms control and disarmament, to the progress of 
which Canada has made special contributions by 
virtue of cultivating special expertise — have not 
been mentioned at all. Others have been touched 
upon only lightly. 


But perhaps enough has been said to sustain 
the observation that the security policies ofa middle 
power are ill served by rigid doctrines. Priorities can 
be broadly discussed. They can even be widely 
propagated. But room for exceptions should 
always remain. 


As an accomplished academic student and 
practitioner of American foreign policy once 
observed, “Foresight in foreign policy...is best if 
seasoned with contingency and a recognition of 
human limitation.” 16 


16 Charles Burton Marshall, The Limits of Foreign Policy, (Baltimore: Johns Hopkins, 1968), p. 27. 
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THE CHALLENGE OF GLOBAL TRADE, INVESTMENT AND 
FINANCE FOR CANADA 


I. THE CONSEQUENCES OF 
GLOBALIZATION 


A. The Evolution of Globalization 


While there is no accepted definition of 
globalization, let us suggest that a good working 
definition for this process today is the 
ever-expanding internationalization of production 
by multinational enterprises (MNEs), fed by the 
continuing revolution in information and 
communication technology (ICT). As one author 
has suggested elsewhere “globalization is the 
latest stage of a post war continuum of 
ever-tightening linkage among countries.” ! 


The first phase of globalization was dominated 
by trade flows in the 1950s and 1960s. As a result of 
successive tariff cutting rounds merchandise trade 
grew an average of 8% yearly from 1950 through 
1975 in the industrialized countries. This 
represented about twice the average growth rate of 
their domestic economies for the same period. By 
the 1970s, the trade wave was augmented and 
extended by financial flows. These flows were 
propelled by the formation of the Euromarkets, 
deregulation and the recycling of funds from the 
Middle East oil countries arising from the OPEC 
price shocks. As a result of the debt crises in the 
1980s, there was a further growth in financial flows 
and currency markets. Peter Drucker, the guru of 
management science, noted in his now famous 
1986 Foreign Affairs article on the transformation of 


the world economy, that capital movements rather 
than trade in goods and services had become the 
engines and the driving force of the global 
economy.2 


Inthe second halfofthe 1980s, the latest wave of 
globalization emerged in the rapid increase in the 
flows of foreign direct investment (FDI). The agent 
of this phase was the multinational enterprise 
(MNE). The growth in FDI was due to numerous and 
varied causes including deregulation of financial 
markets in many of the advanced industrial 
economies, fear of growing American 
protectionism, the decline of the dollar after the 
1985 Plaza Agreement making US assets relatively 
cheap, European policies aimed at the launch of 
the “Single Market”, as well as trade policy to 
induce foreign firms, especially Japanese MNEs, to 
invest rather than export and the post-Plaza 
Agreement yen appreciation that persuaded many 
Japanese MNEs to restructure production to 
cheaper labour environments particularly in East 
and Southeast Asia. In the latter half of the 1980s, 
FDI grew at four times the rate of global output and 
three times the growth .of international trade.$ 
Eighty percent of this investment was controlled by 
MNEs whose home countries existed in the Triad of 
the European Community (now the European 
Union), the United States and Japan. By the end of 
the decade the total stock of FDI owned by the 
MNEs was nearly $2 trillion, more than five times 
their net worth in 1979. After a decline in the early 
1990’s, FDI in 1993 began to increase again 
reaching $195 billion. China was the second largest 
recipient after the United States. In China over 


1 Sylvia Ostry, “Canada in the Global Village.” A Paper delivered at the Jewish Historical Society of Western 
Canada, Winnipeg, November 29, 1993, p.2. See also, Sylvia Ostry, “Human Resources in the Global Economy”, 
a Paper delivered at the Honourary Associate Award Dinner of the Conference Board of Canada, Toronto, 


September 30,1992. 


2 Peter Drucker, “The Changed World Economy”, Foreign Affairs, 64, no.4 (Spring, 1986), pp.768-791. 


3 David Yoffie, “Preface”, in David B. Yoffie, ed., Beyond Free Trade: Firms, Governments, and Global Competition , 
(Boston, MA.: Harvard Business School Press, 1993), p. xi 


© 


one-quarter of exports and a comparable share of 
imports are from foreign firms. One of the most 
important lessons to be learned from the analysis of 
these flows of investment is that trade and 
investment are closely intertwined. 


The great increase in trade has been among the 
developed economies where about 80% of the 
trade is among the G-7 countries. Globalization has 
changed the nature of world trade especially 
among the developed countries. Trade in 
manufacturing has shifted from low to high 
technology. Trade has increasingly occurred not 
between two arms-length actors but between 
related companies. For example, in 1989, 29% ofall 
American exports and 19% of all imports were 
between American _ affiliates. Trade in 
manufacturing has also shifted to intra-industry 
trade reflecting increasing specialization by 
oligopolistic firms which adds to the fierce rivalry 
among them in both and foreign markets. 


While the home location of MNEs has 
broadened beyond the United States and the 
United Kingdom, where most MNEs were located in 
the 1950s and 1960s, the great majority of MNEs 
reside in the Triad. Table 1 identifies a subset of all 
MNEs, this the largest 500 global industrial 
corporations. As Table 1 shows, 90% of the 500 
largest global industrial corporations exist in the 
Triad (defined by the current regional trade 
arrangements). The growth of FDI has been fastest 
in research-intensive industries within Europe, the 
United States and Japan. Firms have increasingly 
favoured locating in technology-intensive sectors in 
countries with strong research capacities. And, 
beginning in the 1980s, FDI has been 
supplemented by strategic alliances between and 
among large MNEs. Especially for advanced 
technology sectors, strategic alliances, or what 
experts have called international cooperative 
arrangements (ICA), apparently are an important 
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~ means to retain a flow of technology, to spread the 


cost of ever increasing R&D, and to effectively 
penetrate markets. 


Analysts have been highly interested in the 
growth of these strategic alliances although there 
remains scepticism over the importance and 
presence ofa growing wave of such alliances.4 One 
research effort in just three fields — biotechnology, 
information technology and the new materials 
sector, by Lynn Mytelka —has chronicled a 
growing number of such arrangements: for the 
years 1975 to 1979 approximately 63 strategic 
partnerships (as she defines it) per year; from 1980 
to 1984 300 per year; and finally from 1986 through 
1989, 536 alliances per year® Identifying such 
alliances is difficult but would appear to suggest a 
new architecture in the process of globalization. Itis 
also a particularly worrying development for 
Canada. As Table 2 reveals, at least for the largest 
global industrial corporations, Canada is poorly 
situated to enter such alliances. Canada ranks last 
of 12 countries in a measure of strategic partnering 
capability. We are not only last but behind smaller 
economies such as South Korea, Sweden, the 
Netherlands and even Australia. It is-one measure 
but it underscores the challenge that Canada faces 
today in successfully competing in the global 
economy. 


While the Canadian industrial firm strategic 
partnering capability in advanced technology areas 
appears circumscribed, the picture brightens when 
comparisons are drawn in respect to the global 500 
service companies. In contrast to the industrial list 
Canada ranks sixth. Canada possesses 17 
companies just behind France (29), Britain and 
Germany (both with 43) and then significantly 
further behind the United States (136 companies) 
and Japan (140 companies).$ These global service 
companies are divided into 8 categories including: 
diversified services, commercial banks, diversified 
financial companies, savings institutions, life 


4 A.E. Safarian, “Foreign Direct Investment and International Co-operative Agreements: Trends and Issues”, 
Centre for International Studies, University of Toronto (1991-13). Professor Safarian questions whether the 
relative role of FDI has decreased in the face of the growth of these strategic alliances and, among other reasons, 


points to the deficiencies in the data. 


5 Lynn K. Mytelka, “Strategic Alliances”, pp.106-132 in Fen Osler Hampson and Christopher J. Maule, eds. 
Canada Among Nations, 1993-94: Global Jeopardy, (Ottawa: Carleton University Press, 1993). 


6 “The Year of Mixed Results”, Fortune, 130, no. 3 (August 25, 1994), pp. 180-208. 
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insurance companies, retailers, transportation 
companies and utilities. Our corporate strength in 
financial services, telecommunications and energy 
give us a capacity to act globally in these areas. A 
more detailed examination of the contrast between 
Canada’s industrial and service firm performance in 
the international arena should be undertaken. 
Many of Canada’s SME’s are in technologically 
advanced service sectors such as_ software. 
Impediments to global market entry for such firms 
include lack of information about opportunities for 
trade and investment. The role of government in 
such information provision is essential to removing 
these impediments. 


B. The Asia-Pacific Decades 


Globalization is as much a story of the success 
of Japan and East Asia as the rise of a global 
economy. At the end of World War two, the United 
States represented about 40% of the world output. 
This percentage has steadily fallen reflecting in part 
the process of catching up by previously war 
damaged economies. However, from a ravaged 
economy, Japan has become the second largest 
economy in the world. Indeed, eight of the ten 
fastest growing economies in the period since the 
1970s are found in East and Southeast Asia. 
Countries such as Taiwan, South Korea, Hong 
Kong and Singapore have become at the same 
time major world exporters. As Table 3 reveals the 
share of world trade (exports) by Asian nations, 
excluding Japan, has almost doubled just since 
1980. This is only slightly less than the share of 
imports. In contrast, Canada and the European 
members of the G-7 have essentially the same 
share of imports and exports as they did in 1980. 


The growing weight of these economies can be 
traced easily in Chart 5. This chart traces the rapid 
relative increase in GDP by Japan and a number of 
East Asian states against the United States and 
Canada. Chart 6 traces again the rapid increase in 
GDP by the East Asian nations but plots it against 
not only the US and Canada but adds a number of 
European Union nations. What is significant that a 
number of Asian nations have outpaced not only 
the southern tier of the European Union such as 


Spain and Greece but also some traditional 
advanced European economies. This figure not 
only throws into relief the rapid growth of these 
Asian nations but calls into question traditional 
divisions used by analysts including developed 
and developing and north and south. 


It is evident that significant growth and 
opportunity is to be found in Asia. The infrastructure 
needs of these countries will be substantial. It is 
estimated currently that over the next five years 
infrastructure projects could total $600 to $800 
billion (US). It includes projects from subways in 
Singapore to high-speed trains in South Korea. If 
China continues to grow as currently forecast, then 
there is an enormous potential for both electric 
power generation as well as telecommunications. 
The potential for significant opportunities is 
enhanced by the broadening of growth to asecond 
tier of newly industrialized economies (NIE’s) in 
Asia including Thailand, Malaysia and possibly 
Indonesia, the Asean countries. The need for such 
massive infrastructure expenditure will also require 
improved financial markets to mobilize domestic 
(and foreign) savings, thus providing opportunities 
for financial services investment under new 
liberalized rules to be negotiated under the WTO. 


It is almost a commonplace to call for Canada to 
turn its attention to opportunities in Asia. And there 
would appear to be far greater awareness generally 
and inthe business community of the importance of 
the Asian markets. But as Charts 1 through 4, the 
shares of Canadian exports, reveal Asia’s share 
which grew significantly in the decades of the 1960s 
and 1970s has subsequently declined. While these 
shares don’t portray the composition of trade, they 
nevertheless suggest the continuing gap between 
the hopes and the reality of Canadian trade. And, it 
must be stressed, trade in these countries can often 
be more successful if accompanied by investment, 
either through subsidiaries or — more 
likely — alliances with local firms. 


Given trends, we have little hesitation in 
suggesting that Canada focus its limited trade and 
investment promotion funds in the Asia-Pacific 
Region. Canada’s limited resources should be 
focussed on the high growth economies in East and 
Southeast Asia, and by extension, to select 
emerging markets in Latin America. In this Paper we 
suggest the Canadian government continue 
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assisting private firms to export and invest abroad 
but itis all too apparent that the federal Government 
has, and will continue to have, very limited 
resources available to assist such actions. That 
fact, combined with the opportunities for major 
infrastructure, spending and financial services are 
persuasive in suggesting the need for more 
targeted allocation of resources. Once again, it is 
essential to stress the role of providing information 
about opportunities for trading and alliances and, in 
addition, to facilitate market entry by “opening 
doors” or “arranging marriages”. In addition, we 
would suggest that there is a tie between the 
countries and the regions for trade promotion and 
investment, and fostering the political coalitions 
that Canada will have to build in addressing the 
future foreign economic policy agenda. 


il. THE CHALLENGE OF 
ADJUSTMENT 


A: The Erosion of Sovereignty 


The globalization of financial markets and the 
internationalization of production has placed 
powerful constraints on nation-states, even the 
most powerful such as the United States and the 
large Western European countries. The failed 
efforts by the Central Banks of the various 
European governments in the fall of 1992, and 
again in the summer of 1993, to maintain the tight 
parities of their currencies in the Exchange Rate 
Mechanism has underlined the difficulty of national 
actors to control global currency markets. 
Generally, there has been atremendous increase in 
speculative trading by banks, hedge funds and the 
expansion of derivatives and other financial 
innovations. Money traders today who control 
multibillion dollar positions (built on only a few 
hundred million in capital plus massive borrowing 
from bank lines of credit) can take on, and 
frequently overwhelm, central bankers, finance and 
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treasury ministries. The limited coordination by 
governments has further undermined efforts to 
control these massive markets. But with the size of 
these markets (global currency trading has 
doubled to $640 billion (US) daily just between 
1986 and 1989) the effective coordination of 
monetary policy—which doesn’t really exist 
today — becomes more and more difficult. 


Experts have debated the structure and 
purpose of the international system devised at the 
end of the Second World War. One well known 
perspective, described by Professor John Ruggie 
of Columbia University, suggests that the 
agreement that was arrived at by diplomats at 
Bretton Woods consciously created a liberal 
régime built on Multilateralism and a degree of 
domestic freedom.’ Ruggie has described this 
international régime — identified as embedded 
liberalism — in the following way: 


The essence of embedded liberalism, it will be 
recalled, is to devise a form of Multilateralism that 
is compatible with the with the requirements of 
domestic stability. Presumably, then, govern- 
ments so committed would seek to encourage 
an international division of labour which, while 
multilateral in form and reflecting some notion of 
comparative advantage (and therefore gains 
from trade), also promised to minimize socially 
disruptive domestic adjustment costs as well as 
any national economic and political vulner- 
abilities that might accrue from international 
functional differentiation.8 


Embedded liberalism, if it ever existed, is 
increasingly under strain. Unwillingness by the 
United States to limit its domestic and foreign policy : 
objectives to larger international interests, its 
willingness to use exchange rates as a trade policy 
instrument in the disputes with Japan, as well as the 
growing competitive pressures of globalization, 
undermined the ability of governments to preserve 
national economic and social policies (free from 
international economic forces) and to maintain the 
post war international structures. The United States 
has since the early 1970’s become increasingly 


7 John G. Ruggie, “International regimes, transactions, and change: embedded liberalism in the postwar 
economic order”, International Organization, 36, no.2 (Spring 1982), pp.379-415. 


8  Ruggie, p.399. 
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unwilling to act as the sole or even primary guardian 
of the multilateral system. 


Under increasing pressure in the early 1970s, 
with allies, especially the French unwilling to hold 
US dollars, President Nixon closed the gold 
window and put an end to the Bretton Woods fixed 
exchange rate system of currencies. Within two 
years the Bretton Woods system was replaced bya 
system of floating exchange rates that was formally 
accepted by the major states at the IMF Conference 
in Jamaica in 1976. 


The United States remained the dominant actor 
but its domestic policies increasing undermined 
the stability of the international system. A US 
balance of payments problem emerged while the 
US maintained its key role as single reserve 
Currency. The escalation of the war in Vietnam 
exacerbated the balance of payments problem and 
by 1971 turned the United States from a creditor to a 
debtor country. American domestic policy 
impacted increasingly on the international system. 
Meanwhile, other major events eroded the capacity 
of the advanced economies to maintain sufficient 
growth to maintain substantial employment and 
social programs that had been constructed in the 
1950s and 60s. As a result of the twin oil shocks of 
the 1970’s, developed economies, to various 
degrees, suffered bouts of inflation and then 
stagflation — declining growth with inflation in 
prices. All the advanced economies suffered 
significant slowdowns in economic growth. All 
experienced measurable declines in productivity 
and a loss of efficiency. Further adding to the 
burden, was the growing competitiveness of Newly 
Industrializing Economies (NIEs) described earlier 
with the rising tempo of globalization. The scale and 
scope of competition increased significantly with 
globalization. All this put a premium on developed 
and developing countries to adjust. Those that had 
relatively adaptable structures were rewarded with 
higher growth and the maintenance of, or 
resumption in, growing standards of living. Those 
with rigid structures, industrial or labour, or 
relatively inefficient systems of governance 


suffered slower growth, higher unemployment and 
rising debt. 


The question of adaptability is crucial in a highly 
competitive world. And, as the following sections 
suggest, Canada has, relatively, not performed 
well. Our poor fiscal performance means that the 
government, governments in Canada, can do less 
to foster the competitive conditions that can make 
Canadian firms principal actors — through export 
and investment. This in turn reduces Canada’s 
capacity to influence the development of the global 
economy which in turn can protect our national well 
being. With the end of the Cold War, power and 
influence, are increasingly measured by economic 
power. Without great power status Canada really for 
the first time since the end of World War Il has the 
means, itself, to alter its influence. Influence is 
termed “soft power” and has become more 
important in the post coldwar environment. Yet it 
would appear that Canada is limited by its own 
performance and structures from enhancing its 
global role. 


B. The Decline in Our Standard of 
Living 


National competitiveness in the global economy 
is a relative concept. A clear definition of national 
competitiveness by Peter Nicholson underlines the 
intimate relationship of domestic and foreign 
factors: 


National competitiveness may be defined as the 
ability to produce goods and services that meet 
the test of international markets, while citizens 
earn a standard of living that is both rising and 
sustainable over the long run.9 


Table 4 compares total factor productivity (TFP) 
for all the G-7 except Italy. TFP captures the overall 
efficiency of production and is also regarded as a 
proxy for technology and innovation. Total factor 
productivity is the “bottom line” for the standard of 
living of a society. What the Table reveals is that 
since the first oil shock, the efficiency of the 


9 Peter Nicholson, “Competitiveness and the Canadian Economy”, Notes for remarks to the Symposium for new 
Members of Parliament organized by the School of Policy Studies, Queen’s University. Alymer Quebec, February 


5, 1994. 
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Canadian economy has continued to decline and 
shows the weakest performance of the advanced 
economies on an annual basis since the 
commencement of the 1980s. There’s clearly no 
single or simple answer to the question “why the 
decline?” Yet the figures reveal a sombre picture. 


C. The Fiscal Crisis 


Here again, the Canadian picture has notbeena 
happy one. The 1981-1982 recession worsened 
Canada’s fiscal imbalance such that by 1984 the 
deficit had reached a postwar high of 8.7% of GDP. 
With strong economic growth, increases in taxes, 
and some expenditure restraint deficits levelled off 
but with the recession of the late 80s and early 90s 
deficit and debt began to climb again. By 1993 the 
deficit, as reported by the new federal government, 
was put at $45.7 billion (6.4% of GDP) and the new 
government projected that the deficit would fall in 
1994 to just under $40 billion (5.4% of GDP). 


This negative picture is highlighted by the size of 
the public debt interest and the overall debt figures. 
As a result of accumulated debt, the federal 
government expended $38.5 billion for interest 
charges in 1993 and is anticipated to expend $41 
billion in 1994. Federal debt has grown to 71.9% of 
GDP in 1993 and is expected to increase again in 
1994 to 74.5%. If one looks at the overall debt 
picture including provincial and municipal debt the 
picture is even more disturbing. As reported by The 
Bank Credit Analyst in July, 199410, Canada’s net 
federal, provincial and local government debt rose 
from 51.6% to 96.3% of GDP in the last decade, the 
largest increase of any industrialized country. Net 
public sector debt has increased at more than twice 
the pace of nominal GDP Chart 7 provides a 
comparison of gross public debt among a select 
number of industrialized countries and reveals the 
rapid growth of debt in Canada. The “crowding out” 
of domestic savings implies lower rates of 
investment and investment in both tangible and 
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~ intangible (knowledge) goods is the chief driver of 


improving competition. So why notimport savings? 


We did. What Chart 7 doesn’t reveal, is how 
dependent Canada has become on foreign 
sources to pay to maintain our standard of living. 
Canada’s net external debt increased from $110 
billion in 1980 to $313 billion in 1993.11 This latter 
figure represents 44% of GDP. This contrasts with 
34% of GDP just 6 years before. Canada currently 
has the highest foreign indebtedness of any 
industrialized economy except Australia, far higher 
than Italy and higher than many _ indebted 
developing countries such as Brazil. Such a high 
foreign indebtedness makes Canada_ highly 
sensitive to international creditors and their 
informed or ill-informed view of the country. It 
makes Canada vulnerable to unstable markets and 
limits our influence. And relatively little of the 
imported savings went into productive investment. 


D. The Accelerating Pressure for 
Structural Adjustment and 
Federalism 


The combined and powerful forces of structural 
change generated by globalization, the revolution 
in Information and Communication Technology, 
and the rise of the dynamic Asian economics are 
like a series of shocks, or even more, a tectonic shift 
in the economic environment. The long-run effects 
will be to raise the world economy to a new, much 
higher trajectory of growth. But, as Keynes once 
said, in the long-run we’re all dead. That’s not true, 
of course, for our children and children’s children 
will benefit. But what is true, is that tectonic shifts 
also engender powerful forces for structural 
adaptation and in all such adaptation there are 
winners and losers. The winners, in terms of 
countries, are the most adaptable, so the 
promotion of adaptability become the prime 
yardstick for assessing policies. 


At the heart of the adaptability conundrum are 
labour market policies because winners and losers 


10 “Canada: Case Study of A Debt Trap”, The Bank Credit Analyst, (July, 1994), p.27. 


11 Robert Lafrance and Mark Kruger, “Canada’s International Net Indebtedness”, Bank of Canada Review, 


(Summer, 1994), p.37. 
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are in the end not countries but people, and most 
people don’t really relish dramatic changes in their 
lives. Thus coping with unemployment and rising 
income disparities and the reform of social policies 
such as health and education — the policies which 
reformed the postwar social compact that was such 
an important element in the golden growth era of 
the postwar decades — will be essential not just for 
domestic reasons such as the fiscal crisis but also 
for international reasons, both to stave off 
self-defeating protectionist pressures and to 
improve productivity and hence competitiveness in 
expanding global markets. This is but one more 
example of the blurring of the border between the 
domestic and international arenas. 


Clearly it goes well beyond the scope of this 
paper to get into the subjects of industrial relations; 
human resources policies of education and 
training; maximizing worker mobility by removing 
barriers to the internal market; improving the 
efficiency and effectiveness of health care delivery; 
etc. But there is one point that does need stressing. 
The challenges of reforming all these key areas, 
fundamental to adaptability and continually 
improving competitiveness, face all our trading 
partners. Yet Canada is unique in one respect: we 
are the most decentralized federation and all these 
policies require effective coordination among 2 or 
even3 levels of government. Coordination does not 
mean centralization or control. But effective 
coordination does require agreement on strategy 
and implementation. In a world of constant 
transformation, governance structures are an 
element of competitiveness. 


While all industrialized countries are concerned 
about labour market issues, there is no single 
“model” of labour market malaise — and, a fortiri, 
no single cause. The problem in Europe is 
manifested in growing long-term unemployment at 
levels far above those in North America. Inthe U.S., 
which today is the only country in the OECD with 
virtually full employment, the worry is about 
growing income disparities and stagnant or even 
declining real wages. The Canadian model — as is 


often the case —is in-between; less long-term 
unemployment than in Europe but greater income 
disparity and more sluggish real wage growth and 
more long-term unemployment than in the U.S. but 


less inequality in earnings. Innovations in policy 


have to embrace the entire spectrum of players 
from unions and managementat the level of the firm 
and both levels of government. 


Learning from international experience is one 
valuable way of engendering innovation. 
Technology transfer to promote innovation is 
well-understood: to import technology a firm needs 
to invest in R&D because the acquisition of 
knowledge requires a knowledge base. More and 
more today, it is becoming evident that innovation 
requires much more than the application of 
technical knowledge. It requires investment in 
intangibles —training being key. But intangible 
investment will not pay off without innovation in 
industrial relations. There should be some 
consideration given to providing more information 
about international developments in industrial 
relations and human resource policies. These are 
no longer simply “domestic” matters. 


E. Our Resource Dependent 
Economy 


There is general recognition that Canada 
prospered, in significant measure, in the decades 
after World War II because of resource wealth. We 
built a strong commodity-based economy 
producing and exporting large quantities of coal, 
steel, lumber, wheat and fish.'? By the end of the 
1980s, 70% of our exports were concentrated in 5 
sectors, 4 of which were outgrowths of our 
commodity economy: forest products, metals and 
minerals, food and agricultural products and 
energy products.‘ The only exception was 


‘automobiles and automobile parts and the size of 


that sector made us highly dependent on one 
manufacturing sector that became in the late 
eighties vulnerable to global overcapacity. Our 


12 Michael Hart, What's Next: Canada The Global Economy and the New Trade Policy, (Ottawa: Centre for Trade 


Policy and Law, 1994), p.19. 
13 Hart, p.20. 
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resource dependence has made Canada highly 
vulnerable to the terms of trade and many of these 
commodities have suffered significant secular price 
declines. New more efficient sources have been 
discovered for or demand has fallen due to 
significant changes in production. Many of the 
commodities we produce are unsophisticated and 
our markets can be quickly challenged by some of 
these new sources of production, many of them 
developing countries, or product substitutes 
emerging from research and development efforts. 
While innovation is possible in these areas, a 
diversification up the value chain to more 
sophisticated products and to sectors reliant on 
information and service seems inevitable if we are 
going to put ourselves in a position to maintain our 
high standard of living. 


Table 5 identifies the changing mix of our 
exports. It underlines our commodity-based export 
economy. and our dependence on one industrial 
sector — automobiles. But it is does suggest 
change as well, if frustratingly slow. The category of 
“other” is growing most rapidly and that sector 
includes the service area. As our earlier 
examination of the Fortune 500 global service 
companies reveals Canada is beginning to play a 
significant role in several such sectors. 


F. A Trade Dependent Economy 
Without A Trading Culture 


If Table 5 shows our continuing trade 
dependence on resources, then Table 7 underlines 
the geographically concentrated character of our 
trade. In 1960 (Chart l) only 58% of total Canadian 
trade was with the United States. By 1993 just over 
80% our export trade was directed to the United 
States. 


With respect to direct foreign investment 
abroad, the picture is better but still highly 
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concentrated in the United States. In 1961, 


Canada’s FDI in the US represented 66% of total 
FDI. In 1991, FDI directed at the United States 
represented 58% of total FDI.14 


It is not surprising, then, that the conclusion 
Michael Hart, a trade expert and senior advisor in 
the Department of Foreign Affairs and International 
Trade, draws of Canada’s trade is that of a 
trade-dependent economy without a deep-seated 
trading culture.15 We have become a trading nation 
without a wide global experience. 


G. Moving To A New Economy 


While the picture we have presented is far from 
optimistic, nevertheless there are indications of 
change even within the context we have described. 
It suggests that what we are trading, at least, is 
beginning to change. The concentration by 
Canada on the United States is hardly surprising 
(though one might hope the degree of geographic 
concentration might not be so high) given the 
decision by Canada, as described below, to enter 
into acomprehensive free trade agreement with the 
United States in 1989. Not surprisingly, analysts 
have revealed the increase in trade that has 
occurred in trade between the two countries. Daniel 
Schwanen, in particular, has described how, 
among other things, Canadian sectors that have 
been liberalized under the FTA have shown a 
significantly greater increase in trade than sectors 
not so liberalized.!6 But as Table 6 reveals, is that 
non-resource based exports to the United States 
have increased significantly more rapidly than 
resource-based commodities. Large increases 
have occurred in paper, textiles, chemical products, 
office and telecommunications and precision 
equipment. While these findings may be particular 
to Canada-US, it does suggest that Canada may 
well be exporting larger quantities of 
non-resource-based products and that as 


14 Jorge Niosi, “Foreign Direct Investment in Canada”, in Lorraine Eden, ed., Multinationals in North America, 


(Calgary: University of Calgary Press, 1994), p.379. 
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16 Daniel Schwanen, “A Growing Success: Canada’s Performance under Free Trade”, C.D. Howe Commentary, no. 
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liberalization proceeds globally and/or regionally, 
Canada may be exporting increasing amounts of 
non-resource products. 


I. DEALING WITH THE UNITED 
STATES 


A. A Leap of Faith 


The Canadian decision to seek free trade with 
the United States marked a further evolution in the 
economic integration of the northern half of North 
America. While the Progressive Conservatives , and 
its leader Brian Mulroney, campaigned in 1984 for 
improved relations with the United States, Mulroney 
had explicitly rejected a free trade agreement with 
the United States. Yet the conservative agenda of 
economic renewal and national reconciliation lent 
itself to a strategy where access to Canada’s 
biggest market was secured. Government strategy 
was assisted in November 1984 by the 
announcement of support for free trade as 
Canada’s principal long-term solution from former 
Liberal Minister and then current chairman of the 
Royal Commission on the Economic Union and 
Development Prospects for Canada , Donald 
Macdonald. This even before the Report had been 
issued.!7 When the Macdonald Commission 
Report appeared, the Commissioners set out quite 
clearly the economic pressures driving Canada to 
adopt this historic arrangement. The 
Commissioners in a well documented argument set 
out two principal reasons for recommending a free 
trade agreement with the United States. First, they 
suggested that Canadians generally agreed that 
trade policy needed to “stimulate a stronger, more 
efficient, productive, competitive and growing 
economy”. The branch plant structure of Canadian 
industry was not productive enough to compete 


successfully in the global economy. Secondly, 
Canadian producers needed “better, more stable 
and more secure access to a large market.”18 The 
rising chorus of protection in the United States 
threatened the main export market for most 
Canadian manufacturers. 


Maintaining security of access lent some 
urgency to Canadian plans. In the 1980s, due to the 
macroeconomic policy of the Reagan 
Administration and the overvalued dollar, the 
American competitive position had _ seriously 
eroded.'9 By 1985, the American trade deficit had 
reached $150 billion (US). For many Americans, 
this startling trade imbalance, particularly the $50 
billion deficit with Japan, confirmed their view that 
the United States had been unfairly taken 
advantage of by other states pursuing narrow self 
interestin the international economy. They asserted 
that while the United States had played by the rules 
of open and liberal trade, others, especially the 
Japanese, but also the Europeans, and yes even 
Canadians, had not. As aresult there was a growing 
chorus of demands, especially in Congress, to take 
action to end such unfair practices against 
American firms and achieve a “level playing field”. 
Canada had the most to lose by rising American 
aggressiveness. There was an increase in the 
number of investigations of Canadian export 
practices. In addition, specific legislation was 
introduced in Congress to limit Canadian exports to 
the US. Canadian business groups, like the 
Business Council on National Interests, argued that 
only a comprehensive free trade agreement could 
protect Canadians. The Commissioners, reviewing 
their own analysis, concluded: 


A bilateral agreement constructed along these 
lines would make our manufacturing sector 
competitive by encouraging a process of 
restructuring and rationalization of Canadian 
industry to serve the North American market 
and, from that base, to penetrate overseas 
markets. It would also increase the security of 


17  G.Bruce Doern and Brian W. Tomlin, The Free Trade Story: Faith & Fear, (Toronto: Stoddart Publishing Co. Limited, 


1991), p. 24. 


18 “Report of the Royal Commission on the Economic Union and Development Prospects for Canada”, Volume One, 
(Ottawa, Minister of Supply and Services Canada, 1985), p.269. 


19 See, for example, Robert Gilpin, The Political Economy of International Relations, (Princeton N.J.: Princeton 


University Press, 1987), p.194. 
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our access to our most important market, a 
condition essential for growth and new 
investment, given the relatively small domestic 
Canadian market. Finally, it would improve the 
access we now enjoy in the US market and thus 
allow Canadian industries presently shut out of 
that market to grow and invest with renewed 
confidence.20 


B. Turning to Bilateralism 


While the motivation for Canada’s bid to 
conclude a free trade agreement with the United 
States is clear enough, the Reagan administration’s 
decision to proceed with the negotiation is less 
apparent. In early discussions with US officials it 
became evident that the United States was only 
interested in a broad comprehensive agreement. 
Michael Smith, the Deputy United States Trade 
Representative (USTR), emphasized that the 
United States wanted a big deal; a deal that would 
address all of America’s concerns: not just tariff 
barriers but issues of investment, services and 
intellectual property. No issues should be 
excluded.21 The insistence that a deal with Canada 
had to be comprehensive raises the strong 
presumption that America chose this bilateral path 
out of frustration with the inability of the Reagan 
Administration to advance a broad multilateral 
round. 


Beginning in 1982, the United States began to 
press the countries of the General Agreement for 
Tariffs and Trade (GATT) to shape an agenda for a 
new round of trade negotiations. The United States 
wanted to extend GATT to include broad areas 
either not previously dealt with, or dealt with 
inadequately, including agriculture, textiles, andthe 
new issues of services, intellectual property, and 


20 Royal Commission, p. 375. 


21 Doern and Tomlin, p.29 
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investment. The discussions over the agenda 


proved to be exceedingly difficult. The United 
States found little enthusiasm from, among others, 
the Europeans and some developing countries 
such as Brazil and India for a broad trade policy 
agenda.22 In frustration over the slow pace of 
multilateral negotiations, the United States appears 
to have decided that a comprehensive agreement 
with Canada would underscore to the Europeans, 
especially, that the United States could, through 
other means, achieve the same agenda. It was a 
first example of strategic trade policy, the use of a 
credible threat to achieve a specific objective. 


C. Extending the Bargain 


On June 11, 1990 President Bush and President 
Carlos Salinas de Gortari announced that the two 
countries were prepared to enter into negotiations 
to complete a comprehensive free trade 
agreement. Prior to that announcement, the two 
countries had pursued agreements on subsidies 
and countervailing duties and then on to sectoral 
discussions. Canada and Mexico had begun to 
explore closer relations and in March 1990 the two 
governments completed, “ a series of framework 
accords that parallel arrangements worked out 
between Mexico and the United States.”,23 
Notwithstanding these bilateral diplomatic efforts, 
the Canadian government signalled that it did not 
anticipate a formal negotiation among the three 
countries in the near term to conclude a trilateral 
comprehensive agreement. Yet with the 
announcement ofthe two Presidents followed soon 
after on June 27th by the launching by President 
Bush of the Enterprise for the Americas Initiative, it 
appeared as if the United States was launching a 
new hemispheric approach to trade and other 
international economic policies. And, by February 


22  Fora first examination of the Uruguay Round and its implications see, John Curtis and Robert Wolfe, “Nothing is 
Agreed Until Everything is Agreed: First Thought on the Implications of the Uruguay Round”, in Maureen Molot 
and Harald von Riekhoff, eds., Canada Among Nations, 1994: A Part of the Peace, (Ottawa: Carleton University 


Press, 1994), pp. 101-130. 


23 Jeffrey Schott and Gary Hufbauer, “NAFTA: Questions of Form and Substance”, in Leonard Waverman, ed., 
Negotiating and Implementing a North American Free Trade Agreement, (Vancouver: The Fraser Institute), p.63. 
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1991, the American President was able to 
announce that negotiations with Mexico and 
Canada soon be underway. On June 12, 1991 in 
Toronto, in fact, such trilateral negotiations began 
and the three governmental leaders on December 
17, 1992 signed a comprehensive free trade 
agreement among the countries of North America. 


Unlike the Free Trade Agreement, there was no 
compelling Canadian interest, at least in the 
positive sense, pushing Canada to join with 
Mexican and American trade negotiators to 
conclude a comprehensive free trade arrange- 
ment. Indeed, from a political and economic point 
of view there was little enthusiasm, or logic, on the 
part of the government for such a negotiation. The 
political costs were likely to be high and 
Canada-Mexico trade and investment was 
minuscule in comparison to the enormous two way 
flows of both trade and FDI between Canada and 
the United States. 


Why then did Canada become a full player and 
proceed down this course to a trilateral free trade 
arrangement with implications well beyond the 
three countries? For the government the action was 


primarily one of damage limitation. It could not 


allow the gains it had achieved through the difficult 
negotiation with the US to be undone by a bilateral 
deal between Mexico and the United States. It could 
not stand by while the Americans redefined their 
economic relations in the Western Hemisphere 
starting with Mexico but conceivably extending 
comprehensive agreements to other players in 
Latin America. As Sylvia Ostry suggested, at the 
time: 


There was no feasible option. Essentially what 
was at issue was a choice between a NAFTA, in 
which Canadians could play some role, espe- 
cially in preventing serious erosion of the bila- 
teral FTA, or a US hub-and-spoke approach to 
bilateralism with Mexico and other countries in 
the hemisphere or elsewhere. The hub-and- 
spoke approach, in which the US hub alone 
benefits from preferential access to the markets 
of the spokes, would successively erode the 


benefits of the spokes where it mattered most, 
i.e., in the US market.24 


For Canada, a policy to stave off US. 
protectionism and improve overall competitiveness 
has created a momentum to regional integration, 
although of what type is not clear. Canada must 
now have a multi-track foreign economic policy. 


D. Trade Harassment in a Free Trade 
Area 


Aggressive American trade policy consists of a 
number of policy instruments. For Canada, 
recourse by American industry to national trade 
remedy law, including anti-dumping (AD) and 
countervailing duties against alleged subsidies 
(CVD), have raised charges of trade harassment. 
Neither free trade arrangement was capable of 
harmonization or eliminating national trade remedy 
laws. In the FTA, and carried forward into NAFTA , a 
dispute settlement system was put in place. Under 
the FTA and now pursuant to Chapter 19 of NAFTA, 
panelists from the member countries replace 
domestic courts on judicial review of final 
determinations of unfair dumping or subsidizing 
domestic agencies. Although Canada had hoped 
to secure access to the American market by the 
replacement of national trade remedy law with a 
harmonization system in the two countries, the 
United States was unwilling to consider such a 
solution. As limited alternative, the dispute 
settlement system was agreed io by the United 
States and Canada. It was hoped that this system 
would begin a rules-based régime less prone to 
domestic political pressure. 


The course of the FTA has not yet provided 
unequivocal evidence that Canadians can feel 
confident of secure access to the American market. 
A review of all Canadian-American AD cases since 
1986 underlines a pattern which could be termed 
harassment.®° If one looks at the at the number of 
investigations initiated by national administrative 


24 Sylvia Ostry, “The NAFTA: Its International Economic Background” in Stephen Randall, ed., North America 
Without Borders? Integrating the United States, and Mexico, (Calgary: University of Calgary Press, 1992), p.28. 


25 Leonard Waverman, “Post NAFTA: Can the USA, Canada and Mexico Deepen Their Economic Relationships?”, 
Centre for International Studies, University of Toronto (1994-1). See especially Table 1. 
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bodies, and compare the periods 1990-91 and 
92-93, in both countries the number of 
investigations have risen significantly. On the 
American side the number of investigations have 
doubled. More AD cases have been initiated in 
1992 and 1993 than in any other two year period in 
Canada-US trade. Also, 80% of all AD cases have 
ben put before binational panels since the FTA 
came into force. While there have been fewer CVD 
actions between the two countries, only 6, but for 
one Canadian action in 1980, the United States has 
initiated all the other actions. These cases have 
involved such high profile cases such as softwood 
lumber and pork. The subsidy cases have been 
highly contentious and have carried on over many 
years. The most notable case has been the 
softwood lumber case that first was launched in 
1982. Only in the last month has an Extraordinary 
Challenge Committee —a special review 
panel — seemingly ended the latest duty applied 
by the United States on softwood lumber. 


In Canada the belief has grown that the United 
States, particularly this Administration, believes 
that there is no contradiction between aggressive 
trade policy and free trade.26 The Minister of 
International Trade has recently suggested that the 
“fundamental problem is that the administration of 
President Bill Clinton has an unclear commitment to 
free trade.”27 The Minister went further, suggesting 
that in a number of cases, namely the high profile 
subsidy cases, that the United States was prepared 
to slough off trade panel findings that reached a 
favourable decision in Canada “to curry favour with 
US domestic groups.”28 The view from the 
Canadian side is that US trade policy today is 
undermining the rules-based system put in place 
by the free trade agreements. 


This attack by the United States on the current 
rules-based system can only be strengthened by 
the impolitic comments of the American judge in the 
recent softwood lumber Extraordinary Challenge 
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~ Committee. In a dissenting statement, the lone 


American on the Committee questioned the 
decision of the binational panels. It appears to raise 
again, a position first raised at the time of the FTA, 
that these panels are unconstitutional and perhaps 
that the United States was fully within its rights to 
ignore decisions of future panels. As chilling as this 
position is in the context of NAFTA, it is even more 
threatening when applied to GATT and the new 
WTO. Professor Laurence Tribe, one of the 
preeminent constitutional lawyers in the United 
States, recently suggested that the prospect of 
WTO decisions impinging on state and local laws 
obligated the Clinton Administration to require 

two- thirds vote in the Senate.29 | 


The rising trade harassment, and threat to the 
continuance of a rules-based régime between 
Canada and the United States, represent an 
enormous challenge to Canada. The current 
Liberal government has advocated that the long 
term solution to the constant trade friction lies in 
agreement on a common understanding, a 
common definition, of dumping and subsidies. This 
government insisted that in order for Canada to be 
in a position to have NAFTA in force in Canada on 
the prescribed January 1, 1994 date its two partners 
had to agree to reinstate, for all practical purposes, 
the Working Group established under the FTA. The 
Group is to report to the governments on unfair 
trade codes by 1995. Yet such efforts may not 
persuade the Administration to take steps that are 
likely to only further limit American “sovereignty”. It 
may well be that here too, Canada must undertake 
the arduous task of coalition building. Such 
coalition building would be of two sorts: one, a 
domestic effort to build friends in the United States 
that are likely to support, from the perspective of 
their interests in trade and investment in Canada 
and elsewhere, a firmer rules-based system 
bilaterally and multilaterally. A second effort would 
be to build a coalition with strategic players in the 
global economy, e.g. the European Union and 


26 Sylvia Nasar, “The Risky Allure of Strategic Trade”, The New York Times, February 28, 1993, p.E1. 


27 Drew Fagan, “MacLaren blasts US on Trade”, The Globe and Mail, Wednesday, May 25, 1994, p.A1. 


28 Fagan, p.A1. 


29 Ralph Nader, “WTO Means Rule by Unaccountable Tribunals”, The Wal! Street Journal, Thursday, August 17, 


1994, p. A12. 
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Japan, to press for adherence by all states to 
rules-based régimes including the most powerful, 
the United States. While much of the effort to build 
the coalition will centre around the WTO and the 
new policy agenda, such support for adherence to 
rules as Opposed to power and can assist our 
bilateral efforts. 


IV. THE CHALLENGE OF 
MULTILATERALISM AND 
REGIONALISM 


A. Deeper Integration and the Post 
Uruguay Round 


The transformation of the global economy,- 


which has had a significant impact on the trade 
agenda, as well as other issues, is a consequence 
of two principal factors: the growing parity and 
convergence of standards of living (see Charts 5 
and 6) as well as overall technological capabilities 
among the advanced industrial countries and, 
increasingly, with the most advanced East Asian 
Economies and globalization. Both forces have 
launched and fed a push to deeper integration in 
the international system with demands for more 
intrusive coordination or even harmonization of 
domestic policies and institutional arrangements.°° 
This dynamic in the global economy, by touching 
on the exposed nerve of “sovereignty”, will create 
new sources of friction in the international arena. 


Convergence among the leading economies, 
by definition, involved the relative decline in 
American economic and technological dominance. 
This decline, as pointed out earlier, encouraged the 
American government to consider and, in a number 
of circumstances, implement _ protectionist 
measures, all in the name of fairness, or the level 
playing field. The US insisted that without a level 


playing field the United States would be unable to 
reduce its growing trade imbalance. The United 
States, therefore, would have to be significantly 
more forceful in trade negotiations. It has led to one 
trade expert’s view that the United States has 
switched from “multilateral exchange of 
concessions to unilateral demands for unrequited 
concessions by others.”3! This “aggressive 
unilateral” stance, has led to negotiations with the 
Europeans over procurement in 
telecommunications equipment and a series of 
negotiations with the Japanese from the Market 
Oriented Sector Specific (MOSS) negotiations in 
technology-intensive products, to the bilateral SIil 
(Structural Impediments Initiative) to the more 
recent Framework Agreement negotiations which 
involved various concepts of unfairness based ona 
notion of asymmetry of access due to (undefined) 
structural impediments to access. These 
impediments not only arise from what governments 
do, (from differing regulatory practices or different 
institutions), to what governments fail to do,( i.e. 
failure to enforce appropriate competition policies), 
but also arise from private sector as well (e.g. 
long-term links between manufacturers and 
retailers). This expanding definition of the level 
playing field and the advance of aggressive 
unilateral trade practice behaviour by the United 
States is a major force driving deeper integration. 


There have also been several sources of 
pressure for deeper integration arising from 
globalization. Not surprisingly, as the principal 
agent of globalization, MNEs have supported 
initiatives to deepen integration. MNEs have sought 
to reduce transaction costs associated with 
different regulatory régimes and have thereby 
pushed for harmonization. In reaction, some host 
countries have accepted harmonization for fear of 
losing firms to other localities, recognizing that 
MNE investment decisions are less driven today by 
the location of factor endowments or locally 
protected markets. Besides MNEs and 


30 Many of the ideas in this section come from a presentation prepared by Sylvia Ostry for delivery at an OECD 
Roundtable. “Sylvia Ostry, "New Dimensions of Market Access: Overview from a Trade Policy Perspective." a 
Paper delivered at the OECD Roundtable on the New Dimensions of Market Access in a Globalizing World 


Economy, Paris, France, June 30-July 1, 1994. 


31 Jagdish Bhagwati,“The Diminished Giant Syndrome: How Declinism Drives Trade Policy”, Foreign Affairs, 72, 


no. 2, (Spring, 1993), p.23. 
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governments, a new force in the global economy, 
nongovernmental organizations (NGOs) have 
pressed forward with an agenda, including 
environment, labour rights and human rights. A key 
issue facing the WTO will be the linkage between 
trade rules and the NGO pressure for harmon- 
ization of domestic policies in these areas. 


B. Multilateralism and Institutional 
Reform — An Agenda for Halifax 


Canada finds itself in a pivotal position over the 
next year in the drive for reform. Canada will be 
hosting the annual G-7 Summit in Halifax next year. 
Though the task of preparing the agenda for the 
Summit can be burdensome, it provides Canada 
with the opportunity to advance an agenda on 
post-Uruguay trade issues (including the role of the 
WTO in ensuring a rules-based system) along with 
international institutional reform. In particular, it 
gives Canada the opportunity to raise in the 
multilateral context issues, many of which are 
described in the following section, that the United 
States might well raise in bilateral contexts. For 
reasons underlined previously, it is critical to draw 
the United States into the discussion of these issues 
in broader plurilateral regional and multilateral fora. 


WTO and the New Policy Agenda 


While the pressures for deeper integration 
remained outside the main trade policy agenda 
during the Uruguay Round, these issues represent 
the new policy agenda that must be tackled at the 
WTO. These issues can be grouped into an number 
of categories: effective access (by imports), 
effective presence (by investment) and 
cross-linkage issues which use trade policy to 
achieve other policy objectives. While these issues 
represent the new trade policy agenda for the WTO 
we anticipate that some of these rules will be 
developed by the OECD because the OECD may 
be better staffed to undertake a great deal of the 
analysis particularly in the areas of investment and 
competition. 
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The issues around effective market access 
concern structural impediments now that trade 
policy has extended to domestic measures inside 
national borders. Effective access has not been 
defined but the emerging idea of structural 
impediments has expanded to include the scope of 
regulatory barriers including, among other things, 
aspects of government procurement and 
standards (especially in the high technology area) 
and competition policy. 


In any discussions of structural impediments 
negotiations must distinguish between govern- 
ment and private barriers. With respect to 
government procurement, the recent US dispute 
with both the European Union and Japan underline 
the need for future negotiations to update and 
extend the GATT procurement code. Government 
procurement for high technology products should 
also be examined, and probably on a conditional 
MEN basis. As well, there is some value in looking at 
establishing an international performance 
approach to government procurement. 


On standards, it may well be useful to adopt a 
mutual recognition system which would include the 
following elements — minimal harmonization of 
standards and regulation; mutual recognition of 
different national standards; and a binding dispute 
settlement mechanism. 


Finally, in the government procurement area 
there remains the unsolved problem of reciprocity. 
Reciprocity rather than national treatment would 
appear to be an effective basis for resolving some of 
the disputes over government procurement, 
although the difficulty will be in agreeing on 
guidelines. 


In the private barriers areas the impact of 
organizational structures that are claimed to 
promote exclusion, e.g. the vertical distribution 
keiretsu in Japanese industry need to be 
addressed (there have been exclusionary claims 
directed to vertical production keiretsu as well, 
although we think these problems will decline over 
time). In addition attention must be paid to 
structural barriers arising from differences among 
countries in competition policy enforcement. One 
example is strategic dumping. Strategic dumping 
occurs in the context of export subsidy from high 
domestic prices arising from price collusion in a 
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protected market. In the context of strategic 
dumping, the importing country firms can find their 
exports restricted by trade and investment barriers 
as well as suffering a loss of efficiency by being 
unable to capture the dynamic economies of scale 
characteristic of some technology intensive 
sectors. With the appropriate industry analysis, a 
zero-for-zero negotiation where barriers could be 
removed on a reciprocal basis could form the basis 
of a solution. Without a concerted effort to resolve 
matters concerning competition policy multi- 
laterally, or at least plurilaterally, countries, the US 
will undertake extra-territorial action under its own 
antitrust laws. Indeed, several proposals along 
these lines are already underway. 


Effective market presence concerns entry 
problems for foreign investment. By and large, 
current problems centre on Japan, although 
France and Germany also present barriers to entry 
by merger and acquisition. As we have stressed, in 
the global environment, trade and investment, 
especially in high technology and service sectors, 
are complementary routes to market penetration. In 
access to technology, in fact, investment is oftena 
more effective vehicle. The major structural 
impediment to presence in Japan is the corporate 
governance model which is not unlike the German, 
bank-centred model. While the need for 
corporations to raise capital in different countries is 
likely to reduce differences in national corporate 
governance models, and thereby reduce the area 
for conflict, structural barriers are likely to remain. 
Japanese government efforts to encourage 
greenfield investments and joint ventures may 
further respond to demands for effective presence. 
However, we anticipate that multilateral 
discussions that adopt this incremental approach, 
though they may not be fully satisfactory, certainly 
would be preferable to aggressive unilateralism 
and the creeping cartelization implicit in 
market-share negotiations such as the U.S.-Japan 
semiconductor agreement, Market shares 
(numerical targets) were the original objective of 
the U.S. in the current “framework” negotiations 
with Japan. Any such arrangement will create 
serious “sideswipe” effects on other countries as 
the Japanese shift to U.S. firms to escape U.S. 
threat of sanctions. Canadais especially vulnerable 
to sideswipe. 


The final area of concern involves cross-linkage 
issues such as labour standards, environment and 
technology. To a great extent these issues are now 
on the table because of effective lobbying by 
rapidly proliferating non governmental organ- 
izations (NGO’s). These NGOs, such as Green- 
peace, we would identify as transformational 
coalitions, in contrast to the more traditional lobbies 
such as business and labour which have been 
called distributional coalitions. The  trans- 
formational coalitions are not concerned with the 
division of the pie but with the essential content of 
the pie. Many of them are dedicated to fundamental 
changes in economic and political behaviour. The 


 cross-linkage between trade and a range of 


domestic policy issues, as in the case of 
environmental standards, has already been at 
issue in the GATT and is incorporated to some 
degree in NAFTA. It is likely to be faced again in 
WTO, since labour standards already have been 
raised as an appropriate agenda issue for the WTO 
by the United States and France. The ILO 
represents an international institution for labour 
questions. The issue will be the linkage between 
trade, and thus Canada will need to decide how to 
approach the basic nature of both these linkages. 
But there is no question that these issues must be 
taken up plurilaterally, if not multilaterally. 


In the area of high technology, harmonization of 
intellectual property rights represents the next 
serious negotiating step since the main conflicts 
are now likely to arise among developed countries 
where significant divergence exists. Given that, it is 
likely that a more limited plurilateral negotiation 
should proceed with some or all of the advanced 
economies before bringing it before the WTO. 
Further, negotiations should be initiated to identify 
guidelines that could govern foreign participation in 
technology consortia where currently laws restrict 
or prohibit such participation. Once again, since 
Canada relies heavily on foreign (especially U.S.) 


_ technology exclusion from consortia would be very 


serious. 


The wide scope of this agenda, and the 
experience of the last round, suggest that efforts 
should be taken to avoid structuring negotiation as 
a new round. Particularly now, with the creation of 
the WTO, efforts should be directed to establish the 
appropriate settings within the WTO to initiate 
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on-going negotiations to tackle the range of issues 
facing the international economy. The failure to 
adopt continuing negotiations could make these 
discussions irrelevant. But proposals need to be 
prepared and informally discussed as soon as 
possible. As quickly, and recently, as the Naples 
G-7 Summit, the United States launched a new 
trade initiative — Open Markets 2000. This 
proposal, while modest enough, asking the other 
G-7 leaders to review the remaining barriers to trade 
in their own countries before the Halifax Summit 
thereby commencing a Uruguay plus round but 
with the G-7 alone. Other G-7 leaders turned aside 
this proposal, adopting a far weaker obligation to 
“continue the momentum of trade liberalization.” 
But the substance and process of initiating the new 
trade policy agenda needs to be addressed 
immediately if the outcome sought is to achieve the 
greatest advance for a rules-based trade and 
investment régime. A first-cut proposal on trade 
and investment and on institutional reform 
presented by Canadians for discussion with 
summit colleagues and other actors should be 
undertaken as soon as_ possible. Informal 
consultation with countries outside the summit 
group, on a regional should also be part of the 
Summit planning process. This “intermediary” role 
is classic middle power diplomacy and has served 
Canada well in the past. It is also a way of building 
coalitions for future policy initiatives. But hosting a 
Summit provides a unique opportunity for coalition 
building. 


Institutional reform will also likely be discussed 
in Halifax. No major change in the postwar 
architecture is likely: there’s little enthusiasm for 
“grand vision” among the G7 today. None the less, 
incremental innovation is both likely and desirable. 
The only significant addition to the postwar 
institutions was the Economic Summit, created in 
1975 in response to the crisis engendered by the 
end of the Bretton Woods exchange rate system. 
The most recent, least bureaucratized and 
therefore most flexible institution should be seen as 
the locus for the launch of incremental change. 


The issues which would have to be addressed 
would include: 


- the new comprehensive security agenda 
for summits 
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- the linkage with other institutions including 
the OECD, the Bretton Woods pair, the 
WTO and certain U.N. agencies 


- reform of the geography of the summit, 
including the possibility of issue- specific 
variable geography (e.g. environmental 
issues require participation by China, atthe 
very least). 


The idea of launching a debate on incremental 
reform should be explored with summit partners 
and with other key regional groups, e.g. APEC and 
Latin America. The importance of informality in this 
discussion cannot be overstressed. Grand designs 
will fail. As Kipling said: “Softly, softly, catchee 
monkey.” 


C. Regionalism 


Canada has a presence in two regional 
arrangements, NAFTA and APEC. Both offer 
opportunities to further our global interests in 
rule-based systems. 


1. NAFTA’s Utility: Devising and 
Implementing A Canadian Strategy 
for the Miami Summit 


The negotiation, and successful conclusion of 
NAFTA has signalled, apparently, not the 
conclusion but only the largest step to regional 
economic development. Mexico has been the most 
active of the three signatories of NAFTA in 
extending free trade arrangements. The Mexicans 
have concluded the following agreements: 


i. Mexico-Chile free trade agreement signed 
October 31, 1990 and to take effect on 
December 31, 1995; 


li. Mexico-Costa Rica free trade agreement 
signed April, 1993 and ratified June 8, 
1994; 


iii. G-3 (Mexico-Columbia-Venezuela) free 
trade area. The agreement was entered 
into June, 1994; and 
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iv. Association of Caribbean States (ASC) that 
includes Mexico and is a successor to the 
Caribbean Community (CARICOM) signed 
in Columbia on July 25, 1994 and to be in 
force January, 1995. 


In addition, Mexico has had trade discussions 
with Nicaragua and Mercosur, the trade area 
consisting of Brazil, Argentina, Paraguay and 
Uruguay. Mexico sees itself as the linchpin between 
NAFTA and Latin America. There is a serious 
danger, which Mexicans have chosen to ignore, 
that if they are judged to be pursuing their own 
hub-and-spoke strategy they will have little 
credibility in arguing against a similar policy by the 
United States. 


Despite Mexican policy in pursuing various 
agreements, a growing chorus of Latin American 
countries have approached the United States in 
anticipation of being invited to enter into bilateral or 
plurilateral arrangements. Notably both Chile and 
Argentina have expressed their desire to be the next 
country to negotiate a comprehensive free trade 
agreement. To this end Argentina’s President, Saul 
Menem and Chile’s President, Eduardo Frei 
Ruiz-Tagle visited Washington in June to urge 
action. And American officials have been active as 
well. In late June, Commerce Secretary Ronald 
Brown was the latest ofa series of American officials 
to visit the region. Brown’s week-long trip was to 
include stops in Brazil, Argentina and Chile. Brown 
declared his trip as unabashedly pro-business and 
reminded audiences back home that Latin America 
is the only region of the world where the US 
consistently enjoys a trade surplus.$2 


The Clinton Administration, particularly USTR 
Mickey Kantor, however, has been undecided 
whether to initiate free trade negotiations within the 
NAFTA framework or to negotiate separate 
arrangements with Chile and Argentina and 
possibly others. There has been strong pressures 
from domestic interests, nicknamed the green and 
blue (for environment and labour) to press for 
separate bilateral negotiations. These groups, 
especially, are dissatisfied with the “Side 


Agreements” on labour and the environment that 
were negotiated by the Clinton Administration 
before agreeing to sign the Bush Administration 
negotiated NAFTA agreement. A series of bilateral 
negotiations could provide these US domestic 
interests with opportunities to write far-reaching 
provisions on environment and labour, presumably 
including the use of trade sanctions for 
enforcement failure. 


For Canada the consequences of the recent 
actions of its partners on extending NAFTA are 
quite serious. Mexican actions raise the possibility 
of establishing a crazy-quilt of regional trade 
arrangements that could undermine the rules of 
origin provisions of the NAFTA — the heart of this 
and any free trade arrangement and the most open 
to protectionist abuse. Secondly, Mexican efforts to 
conclude a wide array of agreements with Latin 
American countries demonstrate that there is no 
automatic logic of regional extension through 
NAFTA. As noted, the Americans can point to 
Mexican policy as the basis for their own bilateral 
musings. Even Canadian actions, including a trip 
by the Minister of International Trade to Chile early 
in the year, leave the Americans room to consider 
non-NAFTA options. Beyond the danger arising 
from new and more onerous rules of origin an 
American decision to proceed by way of bilateral 
deals opens the prospect that a host of new 
provisions could be written into trade relations in 
this hemisphere achieving for American 
protectionist interests what could not be achieved 
through NAFTA. It would undermine the framework 
of rules that Canada played a significant role in 
creating, thereby diminishing our ability to 
influence the framework of rules of trade and 
investment throughout the region. A “crazy quilt” 
model of trade expansion will also inevitably lead to 
diminished Canadian influence in fashioning this 
significant regional economy and limit our ability to 
influence the trade policy behaviour of the United 


. States. While the Miami Summit may not provide 


the occasion to launch a new hemisphere policy 
because Clinton has thus far failed to secure 
Congressional approval for fast-track authority for 
future trade negotiations, it is best to be prepared 


32 James Brooke, “Clinton Aide in Quest of Latin Trade Riches”, The New York Times, (Monday, June 27, 1994), p. 
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and not to delay a Canadian programme for 
support of a “big NAFTA’. 


Given the above, it is our strong view that 
Canada must do everything it can to urge that 
expansion proceed through NAFTA accession. We 
are aware that Canadian officials have expressed a 
strong preference for the liberalization of trade in 
the Western Hemisphere through NAFTA. Yet it is 
exactly in our efforts to influence behaviour in Latin 
America that we face the reality of Canada’s lack of 
effective access and presence in this region. As 
Charts 1 through 4 reveal the percentage of 
Canadian trade in the region through the last three 
decades has failed to grow. Table 7 underlines the 
limited growth of both trade and investment. 


2. The Meaning of Open 
Regionalism — Jakarta and APEC 


The leaders of the Asia-Pacific Economic 
Cooperation forum will meet in November in 
Jakarta, Indonesia. They will discuss, among other 
issues, a proposal by an Eminent Person Group 
(EPG) for the launch of a new initiative conveniently 
if vaguely termed “open regionalism”. In a region 
where economic integration has been fostered by 
the private sector, through trade and investment, 
governments have pledged a far less significant 
role than in the other two blocs of the Triad, Europe 
and North America. By and large the role of 
governments has been unilateral liberalization of 
trade and investment: then business did the 
integrating. 


APEC is the most dynamic region in the world 
and will dominate the global economy in the 21st 
century. Itis also the most diverse region, politically, 
Culturally and economically. It is an arena where 
profound strategic interests are at play: for 
example, the current regional hegemon, Japan is 
fearful of the upcoming regional (and global) 
hegemon China. Both are wary about the role of the 
United States, with its unpredictable diplomacy of 
Wilsonian vision one day and power diplomacy the 
next. Asean, a smaller grouping led at present by 
Malaysia is dubious about the participation of any 
“non Asian "power, including even Australia and 
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‘New Zealand, let alone Canada and the U.S., to say 


nothing of Europe. So what is “open regionalism”? 


The likely proposal will begin with a voluntary 
“concord” on investment (the word code is 
verboten as it sounds too institutionalized). Since 
investment has been the driving force of integration 
it might be useful to spell out what the impediments 
were to investment flows in or out of the region. And 
since investment engendered trade and trade 
attracted investment, what are the trade 
impediments in the region? If they are impediments 
such as standards, testing, domestic regulation, 
etc., how will this push to deeper integration be 
accomplished without an institutional apparatus 
including a dispute settlement mechanism? How 
will quintessentially non-transparent regimes like 
China be induced to accept this “deeper 
integration”? Will deeper integration lead to the 
inclusion of environmental and labour standards? If 
so, how will NGO’s (which are banned in China) be 
accommodated? Will there be regional rules of 
origin? If so, what does open regionalism mean to 
outsiders? How will customs procedures be 
harmonized? Etc.? Etc.? 


These are but a few examples of questions 
which need to be explored before the proposal on 
open regionalism is fully endorsed. The 
possibilities for further integration in APEC are 
clearly enticing. But there are also dangers 
including a distraction of attention and energy from 
the WTO which is the enduring basis for an open 
trading system. Canada can play a role in 
sensitizing other members to the complexities 
inherent in the development of institutionalized 
regionalism, while maintaining a constructive and 
positive stance in all cooperative efforts. 


But once again, diplomatic clout requires more 
market presence, as was stressed in the case of 
NAFTA. And the data suggest we’ve some way to 
go. There is enormous potential for Canada in the 
region, in infrastructure, financial services, 
environmental technology, software, and so on. To 
increase both access and presence will require a 
more strategic approach, involving both levels of 
governmentas wellas the private sector. Inthe case 
of technology transfer, joint projects led by our best 
engineering faculties would open the door to more 
industrial involvement. The trio, trade, investment 
and technology needs another trio, governments, 
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business and academia, to createthe opportunities 
for Canada to play a more meaningful role in Asia. 


V. CONCLUSIONS 


Canada has an opportunity to play an 
increasingly meaningful role in the post coldwar 
international economy. The potential is there but it 
won’thappen without intelligent government policy 
and an innovative private sector. We’ve tried to spell 
out both the context and the conditions for a new 
strategy, involving the necessary (but not sufficient) 


domestic policies and a multi-track, multi- 
dimensional international economic policy. It’s a 
pretty heavy agenda and the time horizon is short. 
But, as we’ve emphasized, short-termism is 
dangerous and even imminent policy events 
— Jakarta in November, Miami in December — will 
require a long-term horizon for policy formulation. 
We’ve tried to propose some of the framework for 
that long-term approach. but in a rapidly changing 
world, constant reevaluation and adaptation is 
essential. So our proposals are proffered with that 
in mind! 
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TABLE 1 
Regional Strategic Partnering Dominance 


Number of Percentage of ail 
corporations inthe |corporations in the 
Fortune ‘Global ‘Global 500’ 

500,’ 1993 


North America 
(United States, 
Canada, Mexico) 


European Union 
(including Austria, 
Finland, Norway, 
and Sweden) 


‘Asian Tigers’ (only 
South Korea and 
Taiwan are 
represented) 


TABLE 2 


Strategic Partnering Capability in the Global Market 


Industrial Corporations: 


Ratio of 
coroporation to 
GNP per capita 
(U.S.=100) 


Number of GNP per capita 
corporations inthe | adjusted for PPP 
“FORTUNE, (U.S.=100) 
Global 500”, 1993. 


1 United States 159 100 
2 Japan 135 87.2 
3 United Kingdom 45 72.4 
4 Germany 32 89.1 
5 France 83 
6 South Korea 38.7 
7. Sweden 76.2 
8 Netherlands 76 
Australia tés 
Switzerland 95.6 
Italy 7 76.7 
Canada 7 85.3 
Service Corporations: 
Rank Nation Number of GNP per capita Ratio of 
corporations inthe | adjusted for PPP coroporation to 
“FORTUNE, (U.S.=100) GNP per capita 
Global 500”, 1993. (U.S.=100) 
Japan | 140 100 118 
United States | 136 87.2 100 
United Kingdom 43 72.4 | 39.7 
Germany 43 89.1 39:5 
France 29 83 sem § 
Canada 12 997 14.6 
Italy es 15 4702 14.4 
Switzerland 12 76 9.2 
Netherlands 9 15 [oi 8.7 
Australia ré 95.6 an 6.9 
Sweden 5 76.7 LÉ 
South Korea +) 3 85.3 ile 4.8 


Sources: Fortune 
World Bank 


TABLE 3 


Shares in World Trade 
Percentage of Value of Total Goods 


LL LL LE D LE 


Re 
| lex Joss es lo [os [10.1% 
| Jaa% [113% 13.1% |143% |14.8% |16.5% 


pres fre jron jues em jeu 
pare [socx 


on 112806: 118.290 114 PON Sere eal eee 

_ [129% [185% [15.0% [145% [14.8% [165% | 
OtherG7 | 

_ _ |302% 285% 31.3% 131.1% 130.5% |27.0% 


nations 


Source: OECD 


TABLE 4 


Total Factor Productivity* 
Annual Change 


ee Lo 


Source: OECD 


* “the extent to which the private sector economy is able to increase the production of goods and services 
per unit of capital and labour employed jointly” (Peter Nicholson, “Competitiveness and the Canadian 
Economy,” Notes for remarks to the Symposium for New Members of Parliament held at Aylmer, Quebec 
on February 5, 1994) 


TABLE 5 


Canadian Export Mix: 1988 to 1993 


Percentage of total | Percentage of total 
in 1988 in 1993 


100% 


Source: Bank of Nova Scotia 


TABLE 6 


Canada’s Merchandise Exports to the United States 
Performance from 1989 to 1992 


Percentage 
change in exports 
to the United 


Percentage 
exported to the 
United States 


Value in 1992 
(billions of dollars) 


Industrial 
machinery 


Office, 
telecommunications, 
and precision 
equipment 


Other equipment, 
lene 


Source: Daniel Schwanen, “A Growing Success: Canada’s Performance under Free Trade,” C.D. Howe 
Institute Commentary, Number 52, September 1993. 


TABLE 7 


US -Canada-—-Mexico Trade and Investment, 1987 — 1992 


1987 1992 Growth 
US FDI in Mexico 
(Billions of US $) 4997 13854 177.2% 
Canadian FDI in Mexico 
(Billions of US $) 287 491 71.1% 
US exports to Mexico 
(Billions of US $) 14.60 40.49 177.3% 
Canadian Exports to Mexico 
(Billions of US $) 399.83 681.90 70.5% 
Canadian FDI in Latin America 
(Billions of US $) 1.49 3.25 118.1% 
Canadian exports to Latin America 
(not including Mexico) 
(Billions of US $) 2.10 2.20 3.4% 


Source: Statistics Canada, US Dept. of Commerce, Mexican Trade Commission. 
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AN ADDENDUM ON INTERNATIONAL FINANCIAL 
INSTITUTIONS 


|. International Financial Institution 
(IFl) Reform — Fifty Years Later 


The 50th anniversary of the creation of the major 
international institutions of the post Second World 
War, due in 1995, has given rise to serious reflection 
and analysis by numerous bodies and experts of 
these institutions and the effectiveness of the roles 
they play in the global system’. Indeed, there has 
been a host of suggestions for revision to the key 
international institutions, particularly the financial 
institutions, such as the World Bank, the IMF, the 
OECD and the most recently created — the G-7 
Summit. In the light of such proposals and 
recommendations, the Chairs of the Joint Senate 
and House of Commons Committee requested that 
we prepare a short addendum to the original 
Position Paper entitled “The Challenge of Global 
Trade, Investment and Finance for Canada”. In the 
Position Paper we indicated that we did not believe 
that reform of the international economic 
architecture would likely be either imminent nor 
radical. The Chairs requested, however, that we 
examine some of these proposals and possible 
Canadian responses especially in the light of our 
utging that it is “essential that Canada develop an 
approach which is both constructive and 
defensible in preserving our position in these 
fora.”2 


ll. Reviewing the Principles for Our 
Global Economic Policy 


Many ofthe principles cited in the Position Paper 
for devising Canada’s foreign economic policy 
generally are directly applicable to understanding 
reform of the global economic architecture and 
Canada’s positioning. The relevant principles 
include: 


i. | amulti-track approach that enables Canada to 


build coalitions that can further Canada’s 
ultimate objective — retaining, reinforcing 
and extending a rules-based global economy; 


ii, promoting a rules-based as opposed to 
power-based global economic régime. 
Canada should promote incremental as 
opposed to “grand vision” institutional reform. 
Fora such as the OECD are more receptive to 
the role of middle powers and provide a venue 
for initiating discussions on policy options for 
reform; 


iii. a focus on the United States and a continuous 
energetic diplomatic effort to blunt American 
unilateralism and to work at drawing the 
United States into the discussion of these 
issues in regional and multilateral fora; and 


L The number of studies focussing on reform are too numerous to record here. But there have been a series of 
conferences and review series on IFI reform including the North-South Institute, Ottawa, “Global Development 50 
Years After Bretton Woods”; the Institute for International Economics, Washington, “Managing the World 
Economy of the Future: Lessons from the First Fifty Years after Bretton Woods"; an occasional series 
commemorating the fiftieth anniversary of the Bretton Woods Conference by the Financial Times of London; and 
the Commission Report, Staff Review and Background Papers entitled, ’Bretton Woods: Looking to the Future”, 


prepared by the Bretton Woods Commission. 


2 “The Challenge of Global Trade Investment and Finance for Canada”, in Canada’s Foreign Policy: Perspectives 
and Priorities for the Future: Positions Papers, Ottawa, November 1994, prepared for the Special Joint Committee 
of the Senate and the House of Commons Reviewing Canada’s Foreign Policy. 


iv. getting our own house in order — improving 
human resource and knowledge-based 
policies, reducing the size of accumulated 
debt, encouraging diversification in the 
Canadian economy and promoting initiatives 
facilitating exports and investment — thereby 
improving Canada’s economic performance 
expanding effective market access and 
presence in the global economy. 


lll. Preparing to Meet Some Options 


While we do not anticipate radical changes in 
the institutional structure of the global economy, we 
do not suggest that Canada can afford anything 
less than continuous, energetic strategic effort. As 
we noted in the Position Paper, the United States 
sought in the Naples G-7 Summit just this last July, 
and only a few months after the signing of 
Marrakesh, to move quickly to launch a new trade 
initiative. While the proposal met a cool reception 
among the other leaders of the G-7, these policy 
initiatives from the US should not be surprising. 
While the Administration’s decision to eliminate the 
Executive’s request for fast-track authority in the 
legislation implementing the Uruguay Round likely 
delays further US sponsored initiatives, the 
domestic pressures on trade issues could lead to 
sudden aggressive proposals from the United 
States. Canada needs to be proactive in beginning 
discussions and raising options that can advance 
rules-based solutions. 


On the broader reform of IFls, as noted, there 
have been serious proposals from a wide range of 
sources. However, the following reviews, if only 
briefly, suggestions and options recently proposed 
by the Director of the Institute for International 
Economics in Washington D.C. at the Conference 
recently held on Bretton Woods.$ C. Fred Bergsten, 
director of the IIE, and also the head of the Eminent 
Persons Group of APEC, is a significant 
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| Washington player with a measure of influence with 


the current US Administration. It is therefore useful 
to identify the approach international reform 
suggested by Dr. Bergsten as perhaps indicative of 
what may emerge over the coming months. 


The paper is a broad ranging approach that 
seeks, in Bergsten’s view, to recreate the success of 
the original Bretton Woods era. Unlike the original 
Bretton Woods era, Bergsten recognizes that the 
global economy requires a new governing 
structure at the systemic management level that 
replaces singular American leadership. Beyond 
that, he advocates that a great deal of effort needs 
to be devoted in the next 5 to 10 yearstoreformthe : 
existing monetary and trade régimes . Particular 
proposals in this paper include: 


° at the systemic management level, the G-7 to 
be replaced by leadership by the present 
economic superpowers: the European Union, 
Japan and the United States. This new 
informal steering committee of the G-3 would 
involve high level representatives that would 
be in virtually constant contact. The G-3 
representatives would act as an informal 
steering committee and Summits would only 
be held when specific issues required leaders 
to meet. Governance would be created in 
concentric circles moving outward from the 
G-3 with each taking responsibility to extend 
management with the next ring and with the 
next most important countries and those they 
have the closest relationships with; 


° in reforming the IFls, Bergsten sets a target of 
the creation of 1 new major international 
economic institution per decade during the 
first half of the next century. He identifies 4 
issue areas that are serious candidates for 
new institutions: international investment and 
MNEs; supervision and regulation of 
international financial markets, migration and 
the environment; 


3 C. Fred Bergsten, “Managing the World Economy for the Next Half Century“, a Paper prepared for delivery at the 
Conference on Managing the World Economy of the Future: Lessons from the First Fifty Years After Bretton 


Woods, Washington D.C., May 19-21, 1994. 


4 The US is proposing to launch bilateral discussions on international reform with the European Union shortly. 
These discussions should be carefully monitored by Canada. 
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. on monetary matters, he believes that both 
misalignment of currencies and currency 
volatility effect the system though serious 
misalignments are by far the more serious 
and impose costs on national economies and 
the progress of liberalization of the global 
economy. Bergsten proposes that a de jure 
régime of target zones among the major 
currencies be established through the IMF 
that would be required, among other things, 
to calculate “fundamental equilibrium 
exchange rates”; 


° on trade, the key issues are to integrate new 
issues and new countries. The WTO 
management structure should consist of an 
Executive Board like those created at the IMF 
and the World Bank and move to a system of 
weighted voting; 


° Bergsten further suggests that there be a 
continued reliance on “rounds” 
supplemented by ongoing negotiation to fill in 
the details of the previous round and to 
prepare states for the successor round. 
GATT-plus initiatives, in other words a new 
trade round, should best be pushed at the 
regional groupings level rather than by 
groups reflecting similar levels of 
development such as the OECD. Indeed, his 
distaste for “homogenous” organizations 
(except possibly the G-3) lead him to suggest 
that the work of the OECD increasingly be 
taken on by regional organizations where 
cooperation of developing and developed 
organizations is occurring. Indeed, with 
regard to GATT-plus discussions, he 
advocates APEC as a prime candidate to 
carry the discussions forward; and 


° Bergsten favours the growing role of regional 


and subregional groupings which he suggest ~ 


have represented positive forces for 
liberalization and cooperation. In his view, 
these regional groupings (European Union, 
APEC, etc.) are carrying forward ideas on 
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GATT-plus, instead of the OECD. Bergsten 
suggest that IFls that have failed to fulfil their 
functions should be abolished including, 
among others, UNCTAD, the various 
international environmental organizations. 
Bergsten advocates a significant down-sizing 
ofthe OECD, especially its elaborate structure 
of representation, and indeed its abolition if 
other institutions increase their roles.° 


The proposals by Bergsten are broad ranging 
and likely to have significant impact on the 
architecture of the global economy. Of equal 
concern, however, is the impact these suggestions 
have on Canada and its capacity to further the 
principles described above. 


IV. Systemic Management 


Bergsten has not been alone in questioning the 
adequacy of the G-7 particularly where itis seen as 
the closest approximation to collective global 
economic leadership available today. Annual 
Summits have come in for increasing criticism. The 
elaborate rituals of the Summit have come to be 
seen as largely ceremonial and as “photo-ops” for 
leaders. Ithas been criticized as a “rich man’s club”. 
There have been suggestions to return the meeting 
to its earlier form — more informal, no set agenda 
and no communiqué. Some have suggested that 
the Summit be done away with in aid of a more 
informal style. In contrast, others have suggested 
that the G-7 could be assisted by more formal 
institutionalized policy coordination. Here the G-7 
would provide more clearly defined mandates for 
Ministers and their deputies. The infrastructure of 
policy coordination could be strengthened and a 
secretariat could provide an “institutional memory”. 


While Bergsten supports evolutionary change 
as opposed to what he calls the “big bang” 
approach to change, the refashioning of the G-7 
into the G-3 and the informal steering committee of 
the global economy is far more grand vision than 
incremental change. Suggestions of the sort 
proposed by Bergsten underline the need for 


5 In the published version of his paper, as opposed to the conference version, the proposal to downgrade the 
OECD will likely be removed. This doesn’t necessarily mean that the idea is dead. 
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Canada to support well-developed incremental 
reform. The Bergsten proposal seriously 
undermines a multi-track approach and puts at risk 
Canada’s role in this most crucial of multilateral 
instruments. Even  Bergsten’s support for 
expanded roles for regional groupings contains 
possible difficulties for Canada. The Bergsten 
suggestion appears to link up with proposals on 
systemic management and implies that Canada’s 
role will be, in the future, to interact through NAFTA 
or APEC with the United States coordinating activity 
from the informal leadership grouping. Various 
reform proposals that exclude Canada from 
continued participation in the G-7 reflect, in part, in 
our view, Canada’s limited economic performance 
and its limited presence in the global economy. For 
Canada, to remain at the centre of international 
policy making, better economic performance is a 
vital necessary though not sufficient condition. 


We have already stressed the importance of 
institutional reform in the Background Paper. 
Because the G-7 is less bureaucratized and more 
flexible organization, we believe that it can be the 
locus to launch serious incremental change. We 
have already set out in the Background Paper a 
series of issues that the G-7 can address.® In a 
Report to the Group of Thirty, Sylvia Ostry has 
suggested a range of changes to enhance the 
effectiveness of the G-7.’ A core agenda should be 
identified including aid, environment, trade and 
investment, defense and economic policy 
coordination. All these issues are central matters of 
common comprehensive security. A new approach 
to burden-sharing or, better, responsibility sharing 
is required in the Post Cold War era. These matters 
should be continuously on the G-7 agenda to be 
supplemented by event driven issues for any 
particular Summit. Stronger efforts in the G-7 
should be made to coordinate these matters and 
linkages between issues as well as to develop ways 
of sharing the overall responsibility for 
comprehensive global security. Canada should 


6 Position Paper, op. cit. p.32. 


also develop proposals 
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concerning new 
membership in the G-7. One approach could be 
“variable geography” depending on the specific 
issue under consideration. 


Canada could also propose ways to assess 
performance in the areas concerning the core 
agenda of the G-7.8 Cooperation, let alone 
coordination, will be unattainable without the 
capacity to monitor performance. Finally, we do not 
support proposals that lead to the 
bureaucratization of the G-7. We do not support the 
institutionalization of the G-7 nor the creation of a 
secretariat for the G-7. We recommend, rather, that 
“institutional memory” can be supported by, 
among other things, the close involvement of the 
specialized ministers for the particular areas as 
opposed to just economic or finance ministers. The 
details of the interlinkages and tradeoffs which will 
be taken up at the Summits can be worked out 
between times by the specialist ministers 
concerned. Anew secretariat is not what is required 
for the improvement of the agenda of the global 
economy. 


V. The Bretton Woods Institutions 


Both the World Bank and the IMF have received 
a variety of proposals for reform. Some of proposals 
reflect the fact, that at least since the 1970s, the 
Bank and the Fund have been performing similar 
functions providing increasingly similar support for 
the same group of countries. There have been calls 
for the IMF to return to its supervision of 
international monetary matters abandoned after 
the demise of fixed exchange rates in the early 
1970s. Some have suggested that if such 
supervision is unattainable the IMF should be 
ended. There has been a significant, if some what 
arcane debate, over whether it is possible, and how, 
to move to an exchange-rate régime that reduces 
short term volatility and reduces the likelihood of 


7 AStudy Group Report, The Summit Process and Collective Security: Future Responsibility Sharing, (Washington, 


D.C.: Group of Thirty, 1991). 


8 The Dutch Government also intends to launch a new study of burden-sharing involving statistical indicators in 


order to redefine burden-sharing. 


IFI REFORM 


large medium-term misalignments in the major 
currencies. 


For the World Bank there have been calls to 
become less bureaucratic, smaller and more 
flexible. Some countries have favoured the Bank 
promoting the private sector as a development 
strategy; others have favoured the Bank acting as 
an aid institution favouring the poor countries and 
emphasizing environmentally friendly 
development. Many have criticized Bank lending to 
developing nations for the perceived excesses of 
promoting liberal economic reforms and ignoring 
the social costs associated with structural 
adjustment policies. These criticisms have led 
some to suggest that Canada should reduce its 
contribution to the World Bank and provide 
bilaterally a growing portion of its development 
assistance. 


Again, we start from the perspective that 
Canada needs to be engaged broadly through all 
multilaterally venues, including functional ones 
such as the World Bank and the IMF. Particularly 
because both institutions are involved, or could be 
involved at the cutting edge of deeper integration of 
domestic and international issues, we would urge 
Canadian involvement in both institutions. We 
support the separation of World Bank and IMF 
agendas. We are sceptical, however, that the 
proposals for various forms of coordination of 
exchange rate régimes is possible. Proposals such 
as Bergsten’s target zones that rely on countries 
committing themselves to particular 
macroeconomic strategies as well as, among other 
things, current account targets are unrealistic and 
should not represent the basis for determining the 
continuance of the IMF. These proposals are 
unrealistic largely because the major player — the 
United States — (not to mention other significant 
economic powers) shows no inclination to sustain a 
consistent policy of cooperation let alone 


coordination of domestic economic policy and 


monetary targets geared to international 
agreement and supervision. Without 
macroeconomic coordination targets or zones are 
unattainable. Also, we do not believe that the 
measures of economic performance are adequate 
today for monitoring and analysis. All of this 
suggests that the IMF focus its attentions on 
measuring the performance of at least the G-7 
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before it focuses attention on coordinating 
outcomes. 


With respect to the World Bank, we understand 
that it has often been slow-moving, bureaucratic 
and apt to fund overly large infrastructure projects. 
However, there is a growing recognition within the 
Bank of the need to reform practices. In Embracing 
the Future, a document published this past July by 
the World Bank, the Bank indicated steps it was 
taking to promote development that protects the 
environment. While the Bank has come to 
incorporate human and social costs more directly 
in the programs for liberalizing developing 
economies, structural adjustment will continue to 
be a part of its loan conditions. 


A new approach to structural adjustment which 


takes into account social policy and human 


resource development, as well as improvement in 
governance structures in developing countries, 


should be promoted by like-minded countries. 


Canada can play a leading role in this discussion. 
Further, governance should include assessing the 
contributions of non-governmental organizations in 
sustainable development. Once again, Canada has 
unique experience in this area. The reality is that 
those countries that have adapted most rapidly to 
liberalizing their economies have been the most 
successful in generating sustained growth. Indeed, 
such adjustment is applicable to developed 
economies just as much as developing and the 
continued insistence on structuraladjustmentis not 
a basis for Canada to withdraw support from the 
Bank. Indeed, we would not support any steps to 
erode Canada’s commitment to the World Bank. 
Here, once again, is a multilateral institution that 
Canada should be actively engaged in. 


VI. The Expanding World of Trade 


As the Position Paper makes clear, we see the 
WTO as an important venue for Canada to expand a 
rules-based system. It gives Canada the 
opportunity to raise in a multilateral setting many 
issues that would otherwise only be raised with the 
United States in a bilateral context. As we pointed 
out in the same paper, there is today a wide set of 
issues, including in the new trade agenda 
cross-linkages issues which use trade policy to 
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achieve other policy objectives. In contrast to 
Bergsten, we suggest that the creation ofthe WTO 
now enables the international community to avoid 
structuring negotiation as a new round. Instead, the 
WTO should structure on-going discussions to 
tackle the range of issues facing the international 
economy. But Canada needs to encourage the 
preparation of proposals and the initiation of 
discussions sooner rather than later. Moreover, we 
suggestthat many of the cross-linkage issues, such 
as investment, technology and environment, and 
perhaps labour standards, can best be dealt 
currently within the WTO and not in separate 
functional institutions. Developing new linkages 
between the WTO and other international 
institutions would be essential to incremental 
reform. 


Vil. The OECD and its Role 


In our view, the OECD has played an effective 
role in advancing thinking in a number of issue 
areas and in helping to develop action programs in 
other institutions. It has done work on the 
environment and on investment, including the 
Code on Liberalization of Capital Movements. 
While the organization's membership has 
consisted of high-income countries, its 
membership has expanded recently to include 
South Korea and Mexico. It has forged strong links 
with Central and Eastern Europe as well as the 
former Soviet Union. The redrawing of the lines of 
advanced economies, especially in the Asia-Pacific 
region, and described in the Background Paper, is 
now reflected, in part, in the OECD. | 
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We would suggest that the OECD is likely to be 
quite significant in dealing with future issues 
especially cross-linkage questions. The OECD has 
influence but not great power. It can act as a catalyst 
and a networking agency. It can work with the G-7 
Summit in exploring new approaches to its new 
core agenda, for instance in areas of aid. Beyond 
the G-7 Summit, the OECD is able to have 
networking relations with multilateral institutions, 
national governments and with the new 
proliferation of non-governmental institutions. In 
our view, and in contrast to Bergsten, the OECD has 
a significant role to play in examining the heavy 
agenda facing the global economy. It offers Canada 
great opportunities to forge coalitions with other 
middle powers from all regions, which is vital to 
global integration. 


Vill. Conclusions 


This Addendum tries to show that in the context 
of the international financial institutions, the same 
strategies apply that we discussed in the Position 
Paper. The context and conditions do not change 
and a strategy is required that involves the 
necessary domestic policies and a multi-track, 
multi-dimensional international economic policy. 
This critical strategic sense must apply to proposals 
that have been made, or are likely to be made, to 
reform international economic institutions. Failure 
to do so, could well diminish Canada’s influence in 
developing the global economy. 


September 19, 1994 


FOREIGN AID & DEVELOPMENT REVISITED 
REFLECTIONS WITH SPECIAL REFERENCE TO 
CANADIAN AID 
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Economic growth: a still poorly 
understood but essential condition for 
development 


Economic growth, i.e. the increase in the gross 
domestic product or GDP, remains a fundamental 
objective of national policies. And this is as it should 
be. 


Where there is no economic growth, there is 
stagnation, indeed decline. Prospects for 
income-generating job creation are diminished. 
The tax base erodes. This proportionately reduces 
the ability of states to offer services which the 
private sector, in its legitimate pursuit of maximizing 
profit, is unwilling to produce in sufficient or 
“socially desirable” quantity [primary education, 
social security, health care, etc.]. Ultimately this 
leads to social discontent and may produce 
conditions conducive to political extremism. In 
short, in the absence of economic growth, major 
development objectives [reduction of social 
inequalities, eradication of poverty, preservation of 
environmental and cultural heritage, protection of 
individual freedoms, etc.] risk being consigned to 
oblivion for lack of resources and motivation. Only 
a few small, isolated micro-societies with stagnant 
populations which live primarily from gathering and 
thus unaffected by mass consumption can still 
afford to ignore this reality. 


However, the determinants of economic growth 
or its absence are poorly understood. It is not 
sufficient to take into consideration only the 
quantities of labour and capital used in national 
production and the productivity of these factors to 
arrive at a satisfactory explanation of the observed 
rate of economic growth or decline. An 
unexplained element generally remains. In the 
past, this poorly understood element was 
attributed, either to technical progress or to the lack 
thereof, essentially an expression of ignorance. 


More recently, a number of authors have sought to 
unravel the mystery by adding explanatory 
variables other than labour and capital: level of 
education (including education of women), degree 
of democratization, growth of exports, economies 
of scale due to mass production, market structures, 
particularly active ethnic or religious minorities and 
majorities, the budgetary discipline of the 
government, technology transfer, membership in 
regional blocks, etc. In certain cases, as we shall 
see, some of the mystery seems to have been 
dispelled. Still, in many of these studies, atleast two 
methodological problems remain: measurement 
of the selected variables [what is the appropriate 
indicator of the degree of democratization of a 
society?] and precise identification of the causal 
links [is economic growth the result of increased 
exports or vice versa?]. 


Not only can economic growth “not be 
decreed,” to borrow the expression of a 
high-ranking international official, it is also a 
phenomenon whose complexity makes it difficult to 
formulate appropriate policies and makes their 
successful application highly uncertain. ' 


Foreign aid, economic growth and 
development — a tenuous link 


It was only in the period following the Second 
World War that foreign aid became an important 
component of international capital flows. In 1949, 
2% of the U.S. GDP was allocated to foreign aid 
under the Marshall Plan.2 This aid, since renamed 
“Official Development Assistance” or ODA, was 
essentially seen as an injection of financial 
resources to augment insufficient domestic 
savings. ODA and domestic savings combined 
were supposed to foster economic recovery in 
European countries by increasing their capital 
stock, mainly their economic infrastructure. The 


1 For a good introduction to current thinking on the factors determining economic growth, see ch. 2 of the World 
Bank’s 1991 World Development Report (Washington, DC). An update has been done by R. Barro, “Recent 
Research on Economic Growth”, NBER Reporter, summer 1994, pp. 6-9. 


2 B. Ohlin, Foreign Aid Policies Reconsidered, OECD, Paris, 1956. 
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model was simple. It was also effective. The old 
continent experienced remarkable economic 
growth.3 


Ifthe model worked for European countries, why 
would it not work for developing countries (DCs), 
then called under-developed countries, or, which 
was symptomatic of the prevailing ideas, 
capital-poor countries? 


In fact, the central concern of development aid 
agencies, right up to the late 1970s, was the 
calculation of the public capital requirements of 
DCs and, in conjunction with the planning bureaus 
ofthe recipient countries, the search for the optimal 
allocation of aid funds between economic sectors 
and “development” projects. In the meantime, 
economists had provided the theoretical 
foundations for such an approach as well as a set of 
methods, at least so they claimed, for making this 
approach operational.4 There was really only one 
variant added to this model, i.e. explicitly taking into 
consideration the two-fold role played by foreign 
funds. These funds not only complement domestic 
savings, they are also a source of hard currency, 
since foreign exchange requirements can be quite 
different from capital requirements.° 


Where do matters stand in the mid-1990s? 


In a best-selling work on the East Asian 
economic miracle published in 1993, the World 


ANDRE MARTENS 


Bank listed the factors which, in its view, accounted 


for the region’s success.® These were a dynamic 
agricultural sector, growth of exports, education 
and training, sound management of public 
finances, increased labour productivity, reduced 
population growth, reduction of social inequalities 
and poverty, an active private sector which 
benefitted from selective state intervention as well 
as a high investment rate explained by a monetary 
and credit policy which fostered domestic savings. 
No mention was made ofa possible contribution by 
foreign aid, nor by foreign capital in general. 


In a recent article, the Chilean economist 
Sebastian Edwards produced a similar analysis for 
Latin America.” In his view, the Latin American 
recovery of the early 1990s was attributable mainly 
to the disengagement of the state from economic 
activity, to the liberalization of foreign trade, and to 
the implementation of anti-poverty programs aimed 
at the target populations. Here again, there is no 
reference to ODA. With respect to foreign capital in 
general, Edwards even worries about its 
abundance insofar as massive inflows of capital 
exert upward pressure on the external value of 
national currencies, which threatens to reduce 
international competitiveness.® 


In the same vein, the authors of a World Bank 
study dating from 1992 pondered the causes of the 
quite disappointing economic performance of most 
Sub-Saharan African countries.9 


3 Itis worthwhile recalling at this point that the ODA supplied under the Marshall Plan was not without conditionality 
and in fact resulted in the creation of the first so-called “counterpart funds”, both very contemporary notions. For 
further details, see A.E. Lachman, The Local Proceeds of Foreign Aid, OECD, Paris, 1968. 


4 See for instance R.F Mikesell, The Economics of Foreign Aid, Aldine Publishing Co., Chicago, 1968 (esp. chs.2 


and 3). 


5 United Nations, World Economy Report, New York, 1968; H.B. Chenery and A. Strout, “Foreign Assistance and 
Economic Development”, American Economic Review, 1966, 6(4), pp. 679-833. 


6 World Bank, The East Asian Miracle: Economic Growth and Public Policy, Oxford University Press, New York, 


1993. 


7 S. Edwards, “Economic Reform and Modernization in Latin America”, NBER Reporter, spring 1994, pp. 5-9. 


8 Known as the “Dutch disease”, a situation of this type in Sri Lanka was described by Swedish economist Stefan de 
Vylder. A sharp increase in the foreign aid provided to Sri Lanka between 1974 and 1988 may be the explanation 
for the soaring value of the Sri Lankan rupee, which undermined the country’s export sales (The Economist, 
“Foreign Aid: The Kindness of Strangers”, 1994, May 7-13, pp. 19-22). 


9 LA. Elbadawi, D. Gheira and G. Uwujaren, Why Structural Adjustment Has Not Succeeded in Sub-Saharan Africa, 
Policy Research Working Paper no. 1000, World Bank, Washington, DC, 1992. 
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Political instability, lack of diversification and 
weakness of exports, climatic variations as well as 
clearly negative long-term factors such as 
excessive population growth, lack of skilled and 
semi-skilled labour, insufficient health and 
education services, and deforestation are the 
variables blamed. In no case was the lack of ODA or 
foreign capital mentioned. In fact, Sub-Saharan 
Africa has traditionally been the largest beneficiary 
of bilateral and multilateral ODA, its relative share of 
total aid granted reaching a record 31.1% in 1992.10 


Does this mean that foreign aid serves no 
purpose? 


The question is so sensitive that, in searching for 
an answer, it is imperative to rely only on studies 
whose authors exhibit a strong degree of 
methodological rigour. A list of empirical analyses 
dating from the 1970s and 1980s which meet this 
criterion is supplied by Jonathan Eaton.'' Also 
taken into consideration are results of more recent 
studies. !2 


What do these studies tell us? 


If ODA is taken as a whole, it has no significant 
effect on overall economic activity, and hence on 
GDP In certain cases, it may even lead to a 
decrease in domestic savings, in particular public 
savings. Several explanations for this phenomenon 
have been offered. Some are psychological, e.g. 
assured of the continual inflow of foreign funds, 
governments allow budgetary discipline to become 
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lax. Others are linked to the aid-granting process. 
ODA imposes budgetary costs on the recipient 
countries in the form of additional local spending 
such as, in certain cases, paying a share of the 
salary and housing of foreign technical assistance 
workers. ODA generally finances only the start-up 
costs of development projects. Recurring 
operating and maintenance costs must be covered 
by national budgets.'® All this reduces the current 
budget surplus of the assisted states, thereby 
reducing domestic savings. However, the 
phenomenon is attenuated when the governments 
of the countries concerned foresee the imminent 
interruption of foreign aid flows. In this case, 
budgetary discipline improves. 


The phenomenon is also attenuated when ODA 
goes to projects which primarily benefit the 
younger. segment of the labour force. The 
hypothesis here is that younger people, who 
operate on a longer time horizon, have a greater 
propensity to save than their elders. 


On the other hand, if the analysis is restricted to 
ODA excluding food aid, at least one author detects 
a positive effect of external aid on GDP This is 
consistent with the fact that when food aid is offered 
for free or sold at a subsidized price in countries 
with a large food-producing agricultural sector, it 
often has the effect of depressing the price of locally 
grown foodstuffs. In turn, this drop in price makes 
the cultivation of foodstuffs less attractive to the 
peasants, at least beyond what they grow for their 
own consumption. This not only depresses 


10 OECD, Development Cooperation: Efforts and Policies of the Members of the Development Assistance 


Committee, Paris, 1993, p.96. 


11 J. Eaton, “Foreign Public Capital Flow”, in H.B. Chenery and T.N. Srinivasan, eds., Handbook of Development 
Economics, vol. 2, North-Holland, Amsterdam, 1989, pp. 1307-1386. 


12 F Bourguignon, J. de Melo and C. Morrisson, “Poverty and Income Distribution During Adjustment: Issues and 
Evidence from the OECD Project”, World Development, 19(1), 1990, pp. 1485-1508; T. Killick, M. Malik and 
M. Manuel, “What Can We Know About the Effects of IMF Programmes?”, The World Economy, 15(5), 1992, 
pp. 575-632; World Bank, Third Report on Structural Adjustment Lending, Washington, DC, 1992; K. Doroodian, 
“Macroeconomic Performance and Adjustment Under Policies Commonly Supported by the International 
Monetary Fund”, Economic Development and Cultural Change, 41 (4), 1992, pp. 849-864; V. Corbo and S. Fischer, 
Structural Adjustment, Stabilization and Policy Reform: Domestic and International Finance, unpublished, MIT, 


Cambridge, Mass., 1993. 


13 A still-relevant statement of the problem of recurrent expenditures in the poorest countries can be found in A. 
Martens and C. Gray, “Dépenses récurrentes et développement au Sabel”, Revue canadienne d’études en 


développement, |I(2), 1981, pp. 341-365. 
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economic activity in general, since peasants buy 
fewer non-agricultural goods with their reduced 
income, but it worsens the general disparity in living 
standards between city and countryside. '4 


If, on the other hand, we consider only 
conditional ODA, which is the case of various 
structural adjustment loans and credits, we can 
also see that the impact is different.'® 


In fact, countries which received budgetary 
assistance or balance of payments assistance in 
the context of structural adjustment loans and 
credits generally have higher long-term GDP 
growth than other countries, even if a short-term 
depressive effect is noted. This short-term negative 
impact is generally explained by a decrease in 
imports of capital and intermediate goods 
necessary for production as well as by the 
deterioration of infrastructure as a result of 
government spending cuts, since the limitation of 
bank credit to the state is one of the measures most 
often imposed as a condition of aid.16 


While the positive long-term effect of structural 
adjustment on GDP is only valid as a general rule, a 
number of DCs having not experienced this impact, 
e.g., most of the Sub-Saharan African countries, the 
effect of structural adjustment on the external 
balance of payments has been quite marked. The 
external current account improves continuously 
over time. The same is true of the overall 
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government deficit. On the other hand, inflation, 


with few exceptions, remains unchanged. 


These results, it must be stressed, taking into 
account the way the underlying studies were 
structured, should not be attributed solely to the 
volume of ODA obtained, but to whether or not the 
countries implemented the adjustment policies 
themselves. 


The major unresolved questions concerning the 
application of structural adjustment policies are the 
definition of optimal sequences of policy measures 
(should domestic credit be liberalized before 
controls on capital movements are abolished, or 
vice versa?) as well as the degree of credibility of 
the governments which implement such policies 
(should we have confidence in the authorities when 
they announce a decrease in their domestic 
indebtedness in order to leave more room for the 
private sector in the use of the country’s available 
capital?). The credibility of governments seems 
itself to be closely linked to the existence of an open 
and well-established legal framework 
(independence of the central bank vis-a-vis the 
finance ministry, availability of legal recourse in the 
event of breach of contract, etc.).17 


What is the relationship between ODA and 
poverty? 


Serious and dispassionate analyses on this 
subject are rare. Those that exist generally 
conclude that ODA has a positive impact on 


14 P Pinstrup-Anderson, ed., Food Studies in Developing Countries: Costs, Benefits and Policy Options, Johns 


Hopkins University Press, Baltimore, Md., 1988. 


15 “Structural adjustment” comprises all the economic policy measures a country must implement to bring down its 


external deficit (imports minus exports) through a reduction of its internal deficit (final domestic demand minus 
gross domestic product). Such measures range from creating a more encouraging economic climate to 
restructuring the public sector. Measures included in a loan agreement comprise its “conditionality”, and 
payment of each segment of the loan is conditional on the borrowing country’s taking action on such measures. 
For a presentation of the orthodox understanding of structural adjustment, sometimes known as the “Washington 
model”, see IMF, Theoretical Aspects of the Design of Fund-Supported Adjustment Programs, Occasional Paper 
no. 55, Washington, DC, 1987. For a criticism of this model, see L. Taylor, ed., The Rocky Road to Reform, MIT 
Press, Cambridge, Mass. (esp. ch.3), 1993. 


Aware of the importance of this last point, the World Bank devoted its most recent World Development Report 
(1994) to the funding and management of developing countries’ infrastructures and their maintenance. 


For research into economic policy sequences, see S. Edwards, “The Sequencing of Economic Reform: 
Analytical Issues and Lessons from Latin American Experiences’, World Economy, 13(1), 1990, pp. 1-14. Areview 
of works on the credibility of macroeconomic policies has been done by P-R. Agénor, Credible Disinflation 
Programs, unpublished, IMF, Washington, DC, 1993. 
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reducing povertyinrecipient countries, evenifthere 
may be, at least at the beginning, a worsening of 
social inequalities. However, this reduction in 
poverty is observed only ifthe ODA is channelled to 
well-targeted projects designed for this purpose. 
This undoubtedly explains the fact that in some 
cases considerable progress has been observed 
during the past 40 years in terms of literacy and 
health, even in DCs where economic growth was 
weakest. Finally, contrary to a widespread opinion, 
structural adjustment has not necessarily been 
accompanied by misery and tears. In fact, the 
question, from an empirical viewpoint, remains 
largely open. It depends crucially, if studied 
seriously, on the way the population is divided into 
different social groups and on their distribution 
among various economic activities. 


Let us take the case of devaluation of the 
national currency, a common structural adjustment 
measure. If we are interested in the relative impact 
on men and women, and a higher proportion of 
women are employed in sectors which are not 
oriented toward exports or import-substitution, e.g. 
public services or domestic help, then women will 
probably suffer more than men from this 
devaluation.'® But if the initial situation is reversed, 
the impact will also be reversed and women will be 
better off after the drop in the external value of the 
national currency. Onthe other hand, if we consider 
the rural-urban dimension and the country is a large 
net importer of foodstuffs, the devaluation will grant 
additional protection to the peasants, since the 
price of foodstuffs will have risen. This will 
proportionately reduce the disparity between city 
and countryside previously. '9 


In all countries there are groups that are worse 
off after a restructuring of the economy. Either their 
physical or their occupational mobility is poor (the 


© 


elderly, the sick, the illiterate, etc.), ortheir access to 
information and training is limited (inhabitants of 
remote areas). Only a moral argument can be 
invoked to assist them. On this basis, itis legitimate 
that a portion of ODA be earmarked for them in the 
form of safety nets or other measures. However, the 
terms and conditions for granting such aid are not 
easy to establish. Indeed, there is no magic formula 
for designing aid programs or projects for the most 
impoverished groups. The success achieved by a 
program of this kind in Bolivia in the 1980s was 
reportedly due primarily to the motivation, honesty 
and sense of management exhibited by those 
directly responsible.20 


Sometimes the occurrence of individual 
tragedies is the unfortunate side-effect of a return to 
better overall balances. In the early 1970s, a period 
of severe drought in the Sudan-Sahel region of 
Africa, a number of suicides were reported among 
herders in the region, devastated by the loss of their 
animals. Yet, before this drought, extensive 
livestock raising had led to overgrazing which upset 
the ecological balance of the region. At the end of 
the drought, livestock numbers had returned to a 
normal level in terms of the local availability of water 
and fodder.2! 


Aid objectives — politically correct but 
poorly defined 


Bilateral and multilateral development aid 
agencies have always had to accommodate new 
themes presented to them as priority objectives: 
assisting the urban poor, aiding the rural poor, 
helping to meet the basic needs of the population, 
fostering industrialization, privatizing the economy, 
etc. At the present time, the U.S. agency respon- 
sible for ODA (USAID) must juggle no fewer than 


18 D. Elson, “Male Bias in Macroeconomics’, in D. Elson, ed., Male Bias in the Development Process, Manchester 


University Press, Manchester, UK, 1991-92, ch.7. > 


19 |twas not sheer chance that when the CFA franc was devalued by 50% in 1994, the subsequent riots erupted in the 
city of Dakar and not in the rural regions of the Senegal River valley. 


20 J. Newman, S. Jorgensen and M. Pradhan, “How Did Workers Benefit from Bolivia’s Emergency Social Fund?”, 


World Bank Economic Review, 5(2), 1991, pp. 367-393. 


21 Our attention was drawn to this “micro-macro” dilemma by J. Richet of the Caisse française de développement 
(formerly the Caisse frangaise de coopération économique). 
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thirty-three objectives which have been imposed on 
it over the years by the U.S. Congress.22 In other 
cases, such themes and objectives originate in 
academia, within humanitarian organizations or in 
the thinking of development gurus. Sometimes, 
they come into being purely by chance. According 
to one anecdote, the veracity of which we have 
been unable to verify, the interest of the World Bank 
in the urban poor during the 1970s was explained 
by the fact that its president, who often travelled by 
limousine between airports and capitals of DCs, 
had reached the point where he could no longer 
stand the sight of the wretched slums which often 
lined his route. On the other hand, because of his 
busy schedule, he had had less opportunity to 
witness the destitution of the inhabitants of many 
rural areas of these same countries. This is an 
extreme but revealing example. 


The fact that there are new goals is in itself a 
good thing. It shows that those who are interested 
in development are not afraid to question ideas and 
practices, indeed to draw lessons from the failures 
ofthe past. Unfortunately, it is often also a source of 
great confusion. Goals accumulate over time in 
themandate of aid agencies while the ODA of many 
donor countries is decreasing, at least in realterms, 
and the channels and modes of transfer of this aid 
remain limited and unchanged. For at least thirty 
years, we have been debating the contribution of 
counterpart funds as an aid delivery vehicle and 
about their macroeconomic impact, which some 
consider negative and others neutral or positive.23 
Occasionally, it is true, some of the themes are 
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dusted off, only to be given new names. What is the 
difference between meeting basic or essential 
needs in the 1970s and development with a human 
face in the 1980s and 1990s? Furthermore, several 
of the objectives, if looked at them seriously are 
contradictory or, something not always realized, 
demand trade-offs in their implementation. 
Across-the-board privatization is doomed to failure 
if it does not take place in a context where investors 
can have confidence in the budgetary behaviour of 
the government, where there is at least a minimum 
of infrastructure in good condition, a well-organized 
credit system and a stock market whose rules of 
operation are well known and respected. Some of 
the East European countries in “transition”, recently 
had bitter experiences with privatization when 
these initial conditions were absent. 


If we return to the question of the urban poor, the 
profusion of large-scale urban sanitation projects 
seems a priori to be a good thing (construction of 
covered sewers, extension of the water and 
electricity distribution network, construction of 
clinics, etc.) However, a posteriori, it has been 
noted, in East Africa and elsewhere, that beyond a 
certain volume of such work, emigration from the 
countryside to the city accelerates, as the city 
becomes more attractive. This in turn leads to an 
increase in the rate of urban unemployment, and 
hence in the poverty of city-dwellers. Overlooked 
was the fact that the quality of life in cities can only 
be improved if there is an active policy of rural 
development which is able to slow down such 
population movements.24 


22 The Economist, “Foreign Aid: The Kindness of Strangers”, May 7-13, 1993, pp. 19-21. 


23 “Counterpart funds” are funds constituted by the sale, on the domestic market and in the domestic currency, of 
products that were received as aid. The five main questions about such funds revolve around the monitoring of 
their use (by donor or recipient?), the degree of normality of the imports that led to their creation, the real impact of 
the use of such revenues, the way they are accounted for in the aided state’s public accounts, and their effect on 
increases in the money supply. A very complete review of the extensive documentation on counterpart funds can 
be found in H. Bruton and C. Hill, The Developmental Impact of Counterpart Funds: A Review of the Literature, 
USAID Project no.0384206, Washington, DC, 1991. M. Roemer, neatly clarifies the problem of the impact offunds 
on growth of the money supply in “The Macroeconomics of Counterpart Funds Revisited”, World Development, 


17(6), 1989, pp. 795-907. 


24 These direct links among urban public works projects, migration and increased unemployment in the cities, 
known as “Todaro’s paradox” was studied for the first time (to our knowledge) in the case of Dar es Salaam, 
capital of Tanzania, in M. Todaro, “A Model of Labor, Migration and Urban Unemployment in Less Developed 
Countries”, American Economic Review, 59, 1968, pp. 138-148. 
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Finally, the profusion of objectives and themes 
encourages quarrels, which is not too strong a 
term, among aid agencies, between aid agencies 
and recipient countries and within the agencies 
themselves. The result is a decline in morale 
among officials assigned to deliver ODA. At the 
present time, it is no exaggeration to say that 
morale is very low in many aid agencies. 


Let us pause briefly to considertwo newthemes, 
or which have been are presented as new, and 
which have been most in vogue in recent years in 
certain aid agencies, including, in particular, the 
Canadian International Development Agency 
(CIDA). These are sustainable development and 
the integration of women in development. 


Sustainable development is a classic example 
of the all-purpose theme which some have tried to 
extend to encompass most development 
objectives, be they social, political, cultural, 
economic or environmental. This in itself is a noble 
endeavour but the vagueness of the theme makes it 
difficult to associate specific actions with it. Also, in 
certain cases, the concept is brandished as a 
substitute for more traditional objectives 
considered too materialistic, such as increase in 
per capita consumption or GDP This is both 
unfortunate and dangerous. There is arisk of losing 


sight of the importance of the material basis of © 


development, namely its economic substrate. Also 
denied is the possibility of quantifying the impact of 
a given policy with any precision. The only 
more-or-less concrete use known of the concept of 
sustainable development is that made by 
environmentalists, namely economic growth which 
does not lead to over-exploitation of renewable and 
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non-renewable natural resources.2° This can be 
measured, even integrated into a system of national 
accounts.26 It also provides some guidance for 
discussions at the international level, even if these 
discussions must rely on scientific reports whose 
conclusions are often contradictory, as in the case 
of the exploitation of marine resources. 


Integration of women in development is another 
theme which is not only highly fluid but one which 
can be questioned only at the risk of unleashing a 
torrent of criticism. A 1994 restricted report by the 
OECD concerning Canadian ODA states that: “this 
aspect (integration of women in development) must 
be included in all project proposals and CIDA 
personnel are rated on their sensitivity to this 
problem”.2’ This is an outstanding example of 
back of analytical clarity. 


Are we talking about equity (reducing 
inequalities between men and women in income or 
access to education)? Are we talking about 
individual freedoms (humanizing the dowry system 
in Hindu society, defending the rights of Muslim 
women with respect to inheritance or divorce)? Or 
are we talking about an instrument of development 
as in the case of support for rotating savings funds 
in which women are often key players, since they 
traditionally have decisive responsibility for the 
operation of this type of informal credit?28 It is to be 
feared that it is a mix of all of the above without a 
very clear idea of whether we are dealing with 
objectives or means and also what objectives and 
what means. More tragic is the case where the 
objective of the integration of women in 
development is superimposed somewhat hastily 
on the main objective of the project without first 
conducting a cultural feasibility study. An example 


25 See esp. D. Pearce, E. Barbier and A. Markandaya, Sustainable Development: Economics and Environmentin the 
Third World, Edward Elgar Publishing Ltd, Aldershot, UK, 1990; J. Pezzey, Sustainable Development Concepts, 
An Economic Analysis, World Bank, Environmental Paper no. 2, Washington, DC, 1992. 


26 United Nations, System of National Accounts, New York, 1993, pp. 508-518. 


27 Emphasis added. 


28 “Rotating savings and credit associations” are mutual saving associations in which the total amount saved by the 
members in a given period is loaned to one individual or small group to enable them to make a reasonably-sized 
investment (buying a plough, a sewing machine, a small truck, etc.). The allocation of the funds may be done by 
auction or simply by drawing lots. These associations, which are an alternative to the contemporary banking 
system, are experiencing growing success in many developing countries. They are known by various names: 
Adashi (Nigeria), Chit (India), Equb (Ethiopia), Pasanaku (Bolivia), Tontines (Cameroon, Togo). 
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of such a situation, provided by a private 
consultant, concerned a project implemented with 
ODA a few years ago in a North African country. The 
objective of the project, which was of an 
environmental nature, was to replace 
pollution-causing charcoal with cleaner natural gas 
in the operation of kilns used by potters in one of the 
country’s smaller cities. However, an additional 
condition was attached to the operation: 
integrating women in the production of pottery 
articles which had never been done in this 
traditionally male-dominated activity. The result 
was that one fine morning the newly equipped kilns 
were found to have been destroyed by afire, clearly 
caused by arson. 


Let us be.clear. The theme of integration of 
women in development should certainly not be 
abandoned. In fact, as the above-mentioned 
OECD internal report pointed out in its own way, it is 
to some extent a distinctive feature of Canadian 
ODA. However, the theme deserves to be clarified. 
If not, the criterion “number of women affected by 
the project” may be confined to something just 
tacked on to justify acceptance. CIDA is aware of 
the stakes and is currently organizing internal 
discussion meetings on this operationally complex 
question. 


Numerous partners 


The partners of bilateral development 
assistance agencies, broadly defined, are varied 
and numerous. They include the sister agencies (in 
the case of Canada: USAID, the Caisse française 
de développement, the Japanese International 
Co-operation Agency, etc.), the governments of aid 
receiving countries, international institutions (World 
Bank, IMF, UNDP. various UN technical agencies, 
etc.), the private sector and non-governmental 
organizations in the donor country and recipient 
countries. The more open the ODA granting 
process, the larger the number of partners. This is 
the case in Canada, where non-governmental 
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organizations in particular have made a significant 


contribution to the debate on aid policy and have 
been associated with many accomplishments in 
the field. 


Any official development assistance agency is 
only one arm of the government apparatus. 
Therefore it must take into account the viewpoints 
of other departments, such as finance and foreign 
affairs. This is also part of its partnership, broadly 
defined. 


The question for CIDA, as for any bilateral aid 
agency, is: with whom should we work or who 
should be our preferred partners? 


It would be impossible to try to answer this 
question exhaustively here. We will therefore limit 
ourselves, in each case, to outlining some of the 
considerations which we believe to be most 
relevant for Canada. 


Sister agencies. USAID, as we said earlier, must 
simultaneously juggle an array of objectives whose 
compatibility is difficult to determine. However, 
USAID has been a leader in introducing 
conditionality in ODA. We have also seen that 
positive impacts of assistance may be attributed to 
this conditionality. Furthermore, the U.S. agency 
was the spokesperson for those who advocated a 
return to greater economic decentralization in 
recipient countries and to greater democratization 
of their societies. These are themes to which 
Canadian public opinion cannot remain indifferent, 
even if some mistakes have been made in the 
attainment of these objectives (in the area of 
privatization, for example) and despite the fact that, 
in several cases, the very objective of 
democratization has been placed on the back 
burner for reasons of strategic and trade interests 
(with China, for example). 


If Canadian ODA were to be limited to the role of 
a large-scale subsidy of our country’s foreign trade, 
which is a possible option, France, Great Britain 
and Japan would be good models.29 France also 
has political, and even cultural concerns, notably in 
Africa, although their importance is decreasing. 


29 For a recent critical evaluation of the Japanese ODA model see H. Esho, “From a Late-Comer Donor to a Top 
Donor: How Special is Japanese ODA?”, Journal of International Economic Studies, 1994, pp. 8, 49-57. 
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Canada, to our knowledge, has never shared such 
concerns except perhaps in the case of 
micro-states in the Caribbean region or, in the 
1970s, in certain countries of Francophone Africa, 
such as Niger, as a result of federal-provincial 
linguistic rivalry. 


This leaves the Netherlands and the 
Scandinavian donors, with whom Canadian ODA 
officials have, in their own words, always “shared 
the same aspirations,” namely that of humanitarian 
aid. 


The governments of aid-receiving countries. Itis 
common practice these days to denounce the 
national governments of DCs and, consequently, to 
state that aid, to be effective, must be directed 
through non-official channels. In support of this, 
horror stories are cited, such as the Zaire of 
President Mobutu and Nigeria which, unfortunately, 
may be heading in the same direction. 


Such situations certainly exist. The fact remains 
that, in most countries, the national government 
controls the instruments of macroeconomic policy 
(foreign exchange rate, direct and indirect taxation, 
minimum wage, volume of currency, etc.). It is also 
known that the existence of an appropriate 
macroeconomic environment which creates proper 
incentives is an essential prerequisite for dynamic 
economic activity, as the success stories have 
shown, whether it is Mauritius or Chile.$0 Even in 
countries where there is a measure of 
decentralization of power to lower levels of 
government, such as in Brazil, India and Pakistan, 
the central government is responsible for the 
management of the overall public foreign debt in 
the eyes of various creditors. Finally, it is the 
national governments that are asked to privatize 
public enterprises and to decentralize the budget to 
some extent in favour of and also at the expense of 
local government authorities.$1 
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It we are talking about ODA in the form of 
structural adjustment credits, many will agree that 
the government is important. However, when it 
comes to social projects, the same people may see 
no need to implicate that same government. 


Perhaps so, but it should nevertheless remain in 
the background. The reason for this is two-fold. 
First of all, it is imperative that social projects 
operate in a way that is compatible with national 
social policy choices. If this policy consists, for 
example, in charging recipients of primary health 
care according to a pre-determined system of 
rates, it is dangerous if certain donors working in 
this sector, in suburbs or remote areas, do not 
follow this policy. This generates distortions and 
social injustices and reduces virtually to zero the 
life expectancy of the projects themselves after the 
donor withdraws. Secondly, if the central 
government is not aware of the dimensions of 
projects created without its involvement, it will be 
impossible for the authorities to establish long-term 
budget forecasts for funding they will have to 
provide after the donor withdraws. Here again, the 
viability of the projects concerned will be 
threatened. 


As noted earlier, social projects must be clearly 
targeted if they are to be at all successful. The 
beneficiaries and local leaders must be selected 
with care and the donor may wish to become 
involved in this process. It would be highly risky to 
ignore a government and its policies in doing so. 
This applies not only to primary health care but also 
to rural education, drinking water supply and other 
similar operations. 


Some, on seeing the rather amorphous nature 
of the governments of a number of developing 
countries, have not hesitated to advocate dialogue 
with regional units or blocks (“we’re going over 
government’s heads rather than around them’). 
They have also no doubt been influenced by one of 


30 R. Dornbusch, ed., Policymaking in the Open Economy: Concepts and Case Studies in Economic Performance, 


Oxford University Press, New York, 1993. 


31 The transfer of a central government’s fiscal powers to local governments, which is known in current jargon as 
“budgetary federalism” and which is sometimes too hastily associated with concern for democratization and the 
reduction of regional disparities, is as tricky as privatization; there is no one recipe for it, any more than there is for 
privatization. See R. Boadway, S. Roberts and A. Shah, The Reform of Fiscal Systems in Developing Countries: A 


Federalism Perspective, New Delhi, unpublished, 1993. 
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the major trends noted by contemporary futurists, 
namely, the crumbling of existing states. The 
bestselling American thinker, John Naisbitt, 
foresees, at the threshold of the next millennium, at 
least 1,000 countries that are independent or which 
think they are?92 If many of these new countries 
appear on the international scene needing 
development assistance how can this all be 
managed? 


This is a complex question. It must be noted, 
unfortunately, that attempts to organize regional 
groups of developing countries have been 
systematic failures. The only case where there was 
an unprecedented increase in exchanges of goods, 
services and capital within a region is Southeast 
Asia over the last few years. 


This intensification of exchange occurred 
outside any organized institutional framework, 
since the governments in the region retained all 
their national prerogatives. Until recently ASEAN 
has been only a forum for debate, never playing the 
role of a supranational authority. 


However, we need to continue reflecting on this 
subject, especially in light of the efforts at 
integration being made at this time in Latin America, 
both with and without NAFTA, and even in Asia with 
the apparent tendency of ASEAN to create a new 
structure for itself.3 Once again, however, 
observation of the facts does not encourage 
widespread optimism. 


International organizations. The leaders are 
undoubtedly the International Bank for 
Reconstruction and Development or the World 
Bank and the International Monetary Fund (IMF). 
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The former gives priority to funding development 
projects while devoting between 15 and 20 per cent 
of its financial resources on average to global or 
sectoral structural adjustment loans.94 The IMF, on 
the other hand, plays whatis in a sense the role ofa 
supranational bank that enables its members to 
buy foreign currency with their national currency as 
part of a constantly increasing number of drawing 
facilities. The Fund does not provide project aid. 


The importance of both institutions depends not 
so much on the funds they distribute as on the role 
they play in prescribing conditions and thus 
determining the domestic reforms that borrowing 
countries are required to implement and the 
impetus these institutions give to the mobilization of 
additional capital. It is well known that if a 
developing country is on good terms with the 
Bretton Woods institutions, it will usuaily find it 
easier to access the financial resources of regional 
development banks (African, Asian, Caribbean and 
Interamerican) and those of most bilateral aid 
agencies. Its chances will also be better when it 
applies to the Club of Paris or the Club of London, 
where foreign public debts held by public and 
private creditors are renegotiated.9° 


Finally, the World Bank and the Fund are mines 
of information and research on the experiences of 
developing country, both successful and 
otherwise.36 They are hard to replace vantage 
points from which to observe the development of 
emerging financial markets in Asia, Latin America 
and even Africa. 


Fifty years after being founded, both institutions 
face a growing barrage of criticism. A process of 
questioning also exists within the institutions 


32 J. Naisbitt, Global paradox: The Bigger the World Economy, the More Powerful Its Small Players, William Morrow 


and Co., New York, 1994. 


33 Far Eastern Economic Review, “ASEAN, Growing Pains”, July 28, 1994, pp. 22-23. 


34 The sectoral structural adjustment loan is often a first step toward a comprehensive structural adjustment loan. It 
is a sort of test of the borrower country’s willingness to undertake reform, in circumstances of less extensive 
conditionality. Several years ago, for example, Burkina Faso was given an adjustment loan for its transport sector 


before it was given a comprehensive adjustment loan. 


35 For a demystification of what the Club of Paris, and secondarily the Club of London, were doing in the 1980s, see 
D. Sévigny, Le Club de Paris, Une vue de l'intérieur, North-South Institute, Ottawa, 1990. 


36 The results of the work of these institutions are published in the World Bank Economic Review and IMF Staff 
Papers, as well as (in a less technical form) in Finance and Development. 
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themselves.37 Should the World Bank continue its 
mission of initiating public development projects, 
including social projects, or should it emphasize 
activities that provide support for the private sector 
in developing countries through its constituent 
body, the International Finance Corporation (IFC)? 
Should the IMF abandon its role as an overseer of 
the monetary policies of developed and developing 
countries and leave that task to other less formal 
consultations among member countries? Shouldit 
or should it not intervene to alleviate fluctuations in 
exchange and interest rates? Some of the answers 
involve very simple choices while others require 
deeper analysis.38 


The United Nations Development Program 
(UNDP) is present in most developing countries as 
an agency involved in implementing projects. It is 
generally felt that its operations are still fairly 
cumbersome and its on site staff sometimes poorly 
prepared for the many challenges and tasks facing 
them. A few years ago the UNDP attempted to offer 
viable alternatives to the concept of structural 
adjustment. This was a failure. It not only became 
involved in the objectives of adjustment itself but 
also with a set of objectives from the 60s, 
refurbished for better or worse (self-sufficiency, 
development from within etc). Having since 
returned to more limited and no doubt more 
realistic intellectual concerns, it has joined with the 
World Bank in a research program on what have 
been called the social dimensions of structural 
adjustment. 


The other technical or specialized agencies of 
the United Nations ILO, FAO, WHO, UNICEF, are 
also present in the development field as operating 
agencies. The degree of success achieved in 
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implementing programs or projects varies from one 
agency to another and over time even within a given 
agency. It may happen that a country stops its 
contribution to the operation of a specific agency. 
This occurred recently when Canada withdrew from 
the United Nations Industrial Development 
Organization (UNIDO). 


It must be admitted that, whether we like it or not, 
much of the debate about development will 
continue for many years at the level of the World 
Bank and the IMF. One should remember that DCs 
are represented at this level, although they may not 
always find the type of representation effective and 
fair. That most of the debate will to be place in 
Washington does not in any way prevent inclusion 
of opinions and results of studies which do not 
necessarily follow the Washington paradigm. This 
is, in fact, already the case.99 


Private sector. This includes the private sector in 
donor countries as well as in recipient countries. 
However, the distinction is not absolute. 
Globalization or the shift away from local 
production activities, supported by the recent 
increase in direct foreign investment, has caused 
the two sectors to overlap. However, the distinction 
remains useful. 


There is no ambiguity in the private sector's 
motivation, which is the maximization of profit or, 
and this amounts to essentially the same thing, the 
search for financial returns. It would be wrong to 
denigrate this since it is the private sector's reason 
for existing as well as its main duty in the eyes ofits 
shareholders and silent partners. Is it not also a 
powerful job-creator at a time when the number of 
employees in the public sector is declining almost 
everywhere? 


37 The Economist, “A New Bretton Woods”, July 23-29, 1994, pp. 18-19, pp. 73-74. 


38 This reconsideration of the value of established international institutions seems to be planet-wide in scope. Inan 
article in a July issue of the French daily Le Monde, Véronique Maurus writes vividly, “The IMF, theoretically the 
guarantor of monetary orthodoxy, actually concerns itself with debt and development, the supposed role of the 


World Bank. The OECD, which has no decision-ma 


king powers, is fighting GATT for control of the future World 


Trade Organization (WTO), while the G7, which has no secretariat, is focusing on unemployment, the 


responsibility of the ILO. . .” 


39 One independent opinion that has to be given consideration is that of the WIDER Institute, an international think 
tank in Helsinki. In Canada, an analogous role of reflection and criticism is part of the mandate of the North-South 


Institute. 
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In this capacity, the private sector in donor 
countries views public development aid as public 
assistance pure and simple. Thus it can adapt to 
tied aid. It will even congratulate itself on its 
existence. It will also rejoice at the use of revenues 
from counterpart funds to finance local 
expenditures that it should have assumed in 
construction and other projects for which it is 
responsible. The private sector is not unduly 
concerned if such practices distort the operation of 
the market and call for tender procedures. That is 
notits problem. After all, it has merely responded to 
the incentive system put in place by others. Often 
without being overly proud, it can point to brilliant 
technological achievements, dams or 
communications networks. The private sector must 
be understood here in the broadest sense. It is not 
simply an entrepreneur but also his or her 
employees and the unions to which they belong, 
which no doubt share the same point of view. 


The private sector in recipient developing 
countries is not fundamentally different. The 
person honoured by the local press as the 
“entrepreneur of the year” is often the manager ofa 
business that has benefited from government 
generosity. However, this protection is not always 
fairly distributed. In many countries it has 
discriminated against agriculture. It has often 
favoured industry geared to the local market rather 
than industry that sells abroad, big business over 
small enterprises. 


Public aid agencies must accept this reality in 
the behaviour of the private sector; otherwise, 
serious errors of judgment could result even though 
this reality may sometimes run counter to their 
profound convictions as “developers”. 


In this general picture we must not forget to 
include the fact that two sub-sectors exist, also 
present in developed countries, although their 
importance in terms of people involved is greater in 
developing countries. We are talking here of 
agriculture and of what is called the non-structured 
production sector or informal system of producing 
goods and services. 


Like all farmers in the world, peasants in 
developing countries, are not only interested in 
obtaining the maximum return from their activity, 
but also concerned by the great variation in the 
return as a result of climatic uncertainties. If their 
average return is low, a bad year may mean, in the 
absence of an adequate insurance system, the loss 
of land, life-long indebtedness for themselves and 
their children or even illness and death. Farm 
insurance in the modern sense is rare in developing 
countries. In some cases this explain the 
reluctance of peasants to accept improved 
seedsdeveloped by agricultural research services, 
whose praises are sung to him. In an effort to 
diversify the risk, like someone who buys into a 
mutual fund, farmers prefer to use a variety of 
traditional seeds, some of which require less rain at 
the start of the growing season and more atthe end, 
while others require the opposite.4 An attemptwas 
made to introduce storage and irrigation facilities in 
order to reduce the hazards involved in the activity. 
Experience showed that this was not sufficient. This 
private sector partner, often ignored clearly 
demonstrates here a need for security. 


The story of the informal sector is somewhat 
different. First, there is no single definition of the 
term, although it is possible to note some of its 
characteristics. It consists of small units, often on a 
family scale. It does not have access to organized 
credit. It is often not taxed or, if so, only on a flat 
basis. It is not regulated in terms of conditions of 
occupational safety and does not have to pay a 
guaranteed minimum wage. The work-place is 
often also a place of accommodation and 
recreation. Since there are no accounting data, its 
income and expenditure figures are not known. 
These are the small mechanics working in 
back-yards, cabinet-makers producing furniture in 
tiny workshops, basket-weavers sitting on the 
sidewalk, as well as small bars and hawkers of 
foreign exchange. 


The informal sector, and there is ample evidence 
of this, creates jobs. It uses production techniques 
which require less capital and foreign exchange. It 
provides a certain amount of training to those with 
insufficient education to gain access to the public 


40 H. Dupriez and P de Leener, Agriculture tropicale en milieu paysan africain, Editions L'Harmattan, Paris, 1983. 
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professional training centres or who have been 
rejected at these institutions. It also generates 
savings that make it possible to buy a minimum 
amount of small equipment (gas cylinders, moulds, 
welding equipment etc). In short, this sector is 
usually dynamic and has grown constantly in many 
countries after having provided assistance to the 
victims of economic restructuring and cuts in the 
public service. 


The major problem is that some authorities have 
wanted to make the informal sector the engine of 
growth and development. The admirable Jacques 
Bugnicourt, a sociologist of action if ever there was 
one, entitled one of the many lectures he gave 
around the world: “Shantytowns, The Hope of the 
Third World”. For many aid agencies this provided 
a new hope for partnership. It had been forgotten, 
although most people have since acknowledged 
this, thatthe informal sector is still somewhat fragile. 
The rate at which businesses start up and close is 
high and the technologies described as 
appropriate are often merely the best available and 
do not really have much future. Apprenticeship 
does not always lead to profitable training. This is 
the case, e.g., when the activity of the apprentice is 
limited to carrying wood on his back to the master 
carpenter. 


The myth of the informal sector as the private 
motor of development nevertheless persists for a 
large number of people. It must be dispelled. The 
informal sector may be a temporary solution, like 
any other safety net, when an economy is 
restructured. It cannot replace organized small and 
medium-sized businesses where a certain amount 
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of technological progress is possible, whether the 
result of a transfer from outside or a spontaneous 


‘phenomenon. Perhaps this general comment does 


not apply to the rotating savings and credit 
associations mentioned earlier, although their 
operations are not always trouble-free.4! 


More disconcerting is the recommendation that 
the informal sector be brought into line by means of 
taxation.42 This sector came into existence 
precisely because it was not taxed. 


Non-government organizations (NGOs). They 
also have a presence as partners in both donor and 
recipient countries and are very numerous. The 
OECD counted 2,542 in member countries in 1990 
as compared with 1,603 in 1980. The Overseas 
Development Institute in London, for its part, noted 
the existence of some 25,000 more or less 
organized local NGOs in the Indian state of Tamil 
Nadu alone. There is a considerable volume of 
funding for such activities. The public and private 
funds used by the NGOs of OECD countries in their 
overseas aid operations in 1990 represented 13% 
of total world ODA in net terms, that is after 
deduction of debt-servicing related to 
concessionary loans included in foreign aid 
deducted.43 Finally, they differ widely. We find 
small groups that support specific political causes 
in certain countries but we also find what are in fact 
consulting firms for which the status of an NGO has 
tax advantages to the extent that the legislation 
considers them to be non-profit associations. 


As we noted earlier, NGOs in Canada have also 
made a contribution to the debate on foreign aid.** 
They have fine achievements to their credit and 


41 TA. Jerome, “The Role of Rotating Savings and Credit Associations in Mobilizing Domestic Savings in Nigeria”, 
African Review of Money, Finance and Banking 2, 1991, pp. 115-127. 


42 Barlow and W. Snyder, “Taxation in Niger: Problems and Proposals’, World Development, 21(7), 1993, 


pp. 1179-1189. 


43 The Economist, “Foreign Aid: The Kindness of Strangers”, May 7-13, 1994, pp. 19-22. 


44 T. Broadhead and C. Pratt (1994) divide Canadian NGOs into the following categories: branches of international 
fund-raising NGOs (OXFAM, CARE, etc.), non-profit agencies that depend largely on CIDA for their funding 
(CUSO, WUS, etc.) and organizations dedicated to informing Canadians about development problems (Task 
Force onLatin America, 10 Days for World Development, etc.) (“Paying the Piper: CIDA and Canadian NGOs’, in 
C. Pratt, ed., Canadian Development Assistance: Policies and Appraisal, McGill-Queen’s University Press, 
Montreal and Kingston). There could also be added to the list bodies that are not strictly NGOs because they are 
public or semi-public in nature but that are evolving in a manner similar to the evolution of NGOs and that 
participate in development activities: municipalities, colleges and universities are examples. 
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were often closer than anyone else to the most 
disadvantaged peoples of the countries receiving 
ODA.4° Their representatives on site have 
frequently displayed great political and even 
physical courage in combatting entrenched 
interests and denouncing the misappropriation of 
ODA funds. Last but not least, a number of 
Canadian officials responsible for ODA learned 
their first lessons in development as volunteer 
workers with NGO projects in Africa, Latin America 
and Asia. 


At the risk of not doing justice to these generally 
impressive achievements, we shall concentrate, 
albeit briefly, on what we consider to be the two 
main problems of NGOs at this time. 


First of all, and this applies to all institutions, 
while some NGOs are well managed, there are 
some that are not. If a private company is 
inefficiently managed and left to itself, the situation 
is clear. Sooner or later, the law of the market will 
mean that it will lose money and have to close its 
doors. In the case of an NGO, the situation is 
different. As long as the persons responsible 
succeed in persuading those who contribute to its 
funding, whether governments, private foundations 
or individuals, that the operations undertaken are in 
accordance with the organization’s mandate, the 
organization will probably be able to continue its 
activities. For NGOs the law of the market-place 
does not exist. The process of shutting down a 
poorly managed NGO is long and drawn out. It is 
difficult for donors to see what is wrong. Few of 
them are adequately equipped to carry out rigorous 
and detailed cost-efficiency analyses of the 
institution’s operations. Ifthe contributor donor isa 
government, the situation may also be politically 
sensitive. What impact will the closure of an NGO 
responsible for women’s education in a remote 
area of China have on public opinion? CIDA has 
had to deal with problems of this kind several times 
recently in its dealings with the NGOs it funds. 


The second problem is more fundamental. 
Certain NGOs, some of them Canadian, have 
recently developed a profound aversion to the 


market economy or at least to their notion of it. At 
the same time, and somewhat paradoxically, their 
mistrust of the government machinery in both 
developing and donor countries has been just as 
great. 


This aversion to the market economy on the part 
of NGOs dates primarily from the appearance in the 
early 80s of the first structural adjustment loans, the 
proponents of which presented the market 
economy, which was also called economic 
decentralization, as the necessary substitute forthe 
centralized planning that had led to failure in large 
numbers of developing countries. However, the 
concept of profit, which forms the basis of the 
market economy, actively displeased organizations 
that had grown used to working with concepts that 
seemed less materialistic, even though some ofthe 
projects for which they were responsible had the 
specific goal of enabling the target populations to 
benefit from better integration into the what is called 
market economy. This was true of the vegetable 
gardens established with NGO support West Africa, 
the products of which were sold to neighbouring 
urban populations or, as a result of technical 
progress in transporting goods by air, to markets in 
the major cities of Europe. 


The market economy based on the notion of 
profit has always existed in developing countries, 
even in the days of the most intense economic 
centralization. If the state purchased the rice of 
African farmers at prices that these farmers 
considered inadequate, very soon a parallel 
market, egal or not, came into existence and it was 
possible to sell products there at a reasonable price 
and where so-called uncontrolled production 
satisfied excess demand for given commodities. 
While the official exchange rate overvalued the . 
national currency on the foreign exchange market 
in Latin America, there was no shortage of small 
money-changers prepared to sell foreign currency 
in the back alleys of the cities at a higher rate. One 
of the means of survival available to the informal 
sector, as we have seen, is its ability to pay wages 
below the official minimum wage. This is also a 
characteristic of the market economy. The level of 


45 Roger Riddell of the Overseas Development Institute maintains that government aid programs have traditionally 
failed to reach the bottom 20% of income groups, while NGOs fail to reach only the bottom 5-10%. 
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wages paid by the informal sector better reflects a 
balance between supply and demand for 
manpower in countries where there is a great deal 
of structural or disguised unemployment.46 


The market economy is quite simply the best 
and perhaps the only possible form of economic 
organization. It allows us to obtain the greatest 
production volume efficiently from the labour, 
equipment, cultivable lands and other natural 
resources available. To be sure, some markets are 
imperfect and monopolies and oligopolies exist. 
Private enterprise does not necessarily produce 
everything that society needs. The problem 
income distribution in the market economy still 
remains. That is why government intervene, by 
regulating monopolies and oligopolies, producing 
public goods and attempting to reduce inequalities 
in income by means of the tax system or direct 
assistance for the most disadvantaged. 
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The history ofthought has constantly suggested 
alternative formulas. In nineteenth century England 
and France there was Christian socialism (“a 
friendly association for the purpose of 
production”).47 Who remembers today? More 
recently we have seen Islamic economics basedon 
the Koran and Muslim tradition, which is especially 
concerned with the application of the rules of 
religion to financial transactions.48 Khan and 
Mirakhar have shown that the bases of Islamic 
economics perfectly reflect concepts in the market 
economy. Simply put, the motives of a Moslem 
lender in Cairo are not very different from those of a 
Calvinist banker in Geneva. 


The market economy will be with us for a long 
time. NGOs must get used to this idea or flounder in 
unreality and dreams. This does not in any way 
diminish their potential contribution. On the 
contrary. 


46 A fascinating description of how parallel, black and underground markets work in developing countries can be 
found in M. Roemer and C. Jones, eds., Markets in Developing Countries: Parallel, Fragmented and Black, 
international Center for Economic Growth, San Francisco, California, 1992. 


47 See under “Christian Socialism” in J. Eatwell, M. Milgate and P Newman, The New Palgrave: A Dictionary of 
Economics, vol.1, MacMillan Press Ltd., London, 1987, pp. 423-424. 


48 S. Ahmad, Economics of Islam, A Comparative Study, Sh. Muhammad Ashraf, Lahore, Pakistan, 1952. 


49. MS. Khan and A. Mirakhar, Theoretical Studies in Islamic Banking and Finance, Institute of Research for Islamic 


Banking and Finance, Houston, Texas, 1987. 
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Conclusion and recommendations 


Is it possible to do more and to do better? What 
are the options? 


Like any human endeavour, assistance to 
developing countries could be improved. It is 
necessary to define its objectives and to make 
unambiguous choices. 


Itis imperative, in our view, for those responsible 
for Canada’s ODA to affirm clearly that a 
prerequisite for improvement in the standard of 
living of the people of developing countries is 
economic growth. Furthermore, the most effective 
form of organization to achieve this objective is the 
market economy based on the motion of profit. 


If this first principle is affirmed, at least one 
dilemma is solved. That is the issue of Canada’s 
multilateral contribution to assist developing 
countries with their balance of payments as part of 
structural adjustment. This type of funding, 
together with conditionality based on domestic 
reforms and economic decentralization, has 
already had a positive long-term impact on growth 
in borrowing countries. Funding. must be 
maintained and even increased accordingly. 


Those responsible for Canada’s ODA must also 
affirm that this aid is to assist development and is 
not for anything else. Development is economic 
growth with quality, i.e. where poverty and social 
inequalities are reduced and where natural 
resources are not over-exploited so as to threaten 
the growth process itself. 


If this second principle is recognized, several 
options immediately become clear. 


Whether it is multilateral or bilateral, ODA must 
concentrate primarily on low-income countries, 
those that do not have the budgetary revenues to 
undertake true development action. They are also 
severely lacking in foreign currency earnings. 


The bilateral ODA given to these countries must 
concentrate on education, especially at the primary 
level, health, sanitation and protecting natural 
resources. The performance of directly productive 
sectors (agriculture, mining, industry etc) is better 
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served by structural adjustment funding, the 
purpose of which is to favour the creation of an 
economic contest that provides incentives rather 
than supporting direct public intervention. 
However, this does not preclude the possibility of 
Specific action in productive sectors to train staff, to 
increase access to technological, commercial, 
financial and legal information and, in the case of 
agriculture, to set up disaster insurance systems. 


Promoting education, health, sanitation and 
protecting natural resources frequently require the 
development of targeted projects and even not 
schemes. Such requirements pose problems for 
an aid agency with a too great centralization that 
removes ODA officials from beneficiaries and 
where there exits a pay-and-promotion system that 
encourages these officials to favour big-budget 
projects. 


ODA is not an instrument of Canada’s foreign 
trade policy. So much the better if the success of 
aid projects funded by Canada abroad provides 
publicity for Canada’s capabilities and the quality of 
its products, all the better. However, if ODA were 
used to promote our goods and services export 
sector directly, this would be a reallocation of public 
funds for purposes that are very far removed from 
the achievement of the development objectives of 
the recipient countries. Rightly or wrongly, there are 
adequate means of protecting Canadian business. 
Aid should have nothing to do with it. Trade 
protectionism is, on the other hand, a policy 
constantly being questioned, always being 
renegotiated by organizations that, by their very 
nature or mandate, have little concern for aid (G-7, 
GATT and soon the WTO etc). It is useless and 
inefficient to sacrifice our ODA to these 
organizations on the pretext that it breaches the 
rules of free trade. It must be added that the 
credibility of ODA, no matter how well designed, 
may be undermined if the donor country’s trade 
policy harms the economic interests of recipient 
countries. This was the case with the international 
multifibre agreement, the last gasp of protectionism 
by the rich countries to protect their textile 
industries. 


If ODA is not a tool of trade policy, the untying of 
aid becomes obvious. The opening of lines of 
credit designed to promote the purchase of 
Canadian products is no longer justified. This 
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would automatically put an end to the nightmare of 
counterpart funds. As far as these funds are 
concerned, Canada would have an interest in 
accepting the recommendations ofthe World Bank 
and the IMF to the effect that accumulated revenues 
must be returned to the treasuries of the countries 
receiving aid in kind. This is in line with the principle 
of the government revenue fungibility and reduces 
the danger that such funds might be used in 
projects in which the economic return will be poor. 
Finally, if ODA is not an instrument of Canada’s 
trade policy, food aid should be reviewed. It should 
be designed primarily to provide emergency 
assistance during droughts, floods and wars. It is 
not supposed to be a ridden subsidy for Canadian 
agriculture, the impact of which on agricultural 
production of developing countries is often 
negative. 


ODA is a component of foreign policy although 
its role should only be a minor one. Development is 
a long-term process. Foreign policy, on the other 
hand, requires quick reactions to unforeseen 
situations, which can also be explosive. It requires 
the parties involved to seek new positions as 
alliances are made and broken. Making ODA the 
carrot in Canada’s foreign policy may win the 
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country a few votes at the United Nations but this is 
an inconsistent approach, given the nature of the 
objectives. At the same time, it is probably 
inefficient in practice. 


Should be we doing more? 


Canada subscribes to the objective that GNP 
should amount to 0.7% of GDP of donor countries, 
although it has not set a date by which this is to be 
achieved. This overall objective is as good as any 
other and can be retained even though, if we remain 
well below that figure year after year, we may one 
day be called to account. 


Does CIDA need legislation to define its 
mandate? If the mandate is based on the major 
principles raised above (importance of economic 
growth and the market economy, structural 
adjustment support, concentration of aid on poor 
countries and development action, separation of 
aid from trade policy, no politicization of aid), the 
answer is clearly, yes. This would send an 
unambiguous message to those who are 
responsible for ODA, the people of Canada, its 
political representatives countries and other 
donors. 
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Amount: almost three billion dollars or 0.44% of GNP in fiscal year 1992-93. In relative terms this is 
less than the Scandinavian countries, the Netherlands or France but more than the United States or 
Switzerland.2 Nominal growth rate: 2.7% per year between 1982-83 and 1992-93 (equal to the average 
for countries in the OECD Development Aid Committee or DAC). Bilateral ODA: 65.4% of the total. 


Geographic distribution: 3: sub-saharan Africa (43.9%), South Asia (22.4%), Latin America and the 
Caribbean (13.1%), other countries in Asia and Oceania (12.6%), North Africa and the Middle East 
(7.9%). 


Low income countries: % 77% of bilateral ODA or 0.13% of GDP (DAC country average 0.08%). 


Sectoral distribution of bilateral ODA (1992-93): human resources development and education (.8%), 
economic and financial support almost half of which is food aid (24.5%), agriculture (15.0%), industry, 
mining, communications and 


transport (13.3%), health and population including water purification (10.8%), energy (6.3%), miscella- 
neous (0.3%). 


Distribution of multilateral ODA (1992-93): international financial institutions (54.7%) including half to 
the International Development Association, 2/5 regional development banks and funds, the remainder 
to the Enchanced Structural Adjustment Facilityd and the International Finance Corporation; World 
Food Program (21.0%), general funds (8.1%) including 4/5 to the UNDP and the rest to UNICEF; other 
(16.2%). 

Form of ODA: proportion of grant commitments (99.9%); 40% of bilaterial ODA untied (DAC coun- 
tries, 59%);# food aid (14% of total ODA); (87% of bilaterial ODA);# program aid including lines of 


credit to purchase Canadian products (one-third of bilateral ODA over the last ten years) often with cre- 
ation of counterpart funds (cumulative amount in 1993: 1.7 billion dollars). 


Non-budgeted ODA: comes essentially from Canada’s provincial governments (35 million dollars) .2 


Principles of ODA: 1988 document “Sharing our Future” (first combat poverty, help people to help 
themselves, development needs must take priority in determining objectives, partnership is the key to 
encourage and strengthen links between individuals and institutions in Canada and those in the Third 
World). Added in 1991: sustainable development (environmental, economic, political, social and cul- 
tural). 


Sources: OECD (1993): Co-operation for Development, Paris; Note: for restricted circulation in DAC, 
Paris, June 1994; CIDA (1994): Annual Report 1992-199, Catalog No. E94-4/1993 F, Ottawa. 


Fiscal year 1992-1993. 
Bilateral ODA increased by regional imputations of multilateral ODA. 


AID, a component of the World Bank that lends to low income countries on generous financial terms 
(also called the “Second Wicket”). 


ESAF, IMF mechanism for granting credit on generous financial terms but with strict conditionality, 
established in 1987 and extending the Structural Adjustment Facility (SAF) created in 1986. Intended 
for low-income countries. Managed jointly with the World Bank. 


International Development Research Centre (Ottawa). Supports research in developing countries. 


International Centre for Human Rights and Democratic Development (Montreal). 
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CULTURE AND FOREIGN POLICY 


I. INTRODUCTION 


a) Observations on Canada’s Image 
Abroad 


From mid-July to mid-August, while considering 
this paper, | was moving about in France and 
Britain. 


My general impression of Canada - reading the 
papers, listening to the radio and watching 
television the way anyone might - was reasonably 
positive. On book-review days there would be 
Canadian books reviewed prominently in a number 
of papers; sometimes two on the same page, as in 
Le Monde, thus creating a large block and a theme. 
There was a Canadian film enjoying attention and 
success in Paris. The European gave a page to a 
Canadian film musical about AIDS. 


On a single day in London | noticed a Canadian 
book prominently reviewed in most papers; a 
controversy throughout the media over a Canadian 
television series about World War Il; BBC radio was 
featuring an interview with Leonard Cohen. 


The bookstores | frequent in Paris and London 
were featuring several Canadian books on their 
front tables, among the most important 
publications of the local season. 


And while an innovative Anglophone Canadian 
opera director was being lauded at the Aix Festival 
and throughout the press for his revolutionary 
interpretation of The Magic Flute, an astonishing 
Francophone Canadian Theatre creator was the 
star at the Edinburgh Festival where he was 
experimenting with a new play on the theme of 
Hiroshima. There were seven or eight other 
Canadian companies from across the country at 
the same festival. 


And everywhere | went people were writing or 
talking about a film on Glenn Gould, the pianist 
whose cult status has grown every year since his 
death. In much of Europe he is considered to have 
been “the modern pianist.” The film was created by 
a Francophone from Montréal. Gould was a Toronto 


Anglophone. The actor who played him, a Toronto 
Anglophone, was a product of immersion 
schooling and so also did the French-language 
version. 


All that | have just mentioned was the result of a 
casual survey. No doubt | missed more. 


In this same period | didn’t come across any 
other mention of Canada. None of our political 
figures was quoted. No trade victories or battles 
were discussed. None of our business leaders were 
profiled. When important international crises, in 
which we are very much involved, were reported, 
our role was not mentioned. Not even the Québec 
election drew any interest. 


A bit later in the month there was talk of an 
unfriendly takeover bid for a big gold company and 
an assurance company’s bankruptcy and 
eventually a few comments on the Québec election. 
However these were not the product of interest in 
Canada but of “disaster” journalism. 


The point of this anecdote is that Canada’s 
profile abroad is, for the most part, its culture. That 
is our image. That is what Canada becomes in 
people’s imaginations around the world. When the 
time comes for non-Canadians to buy, to negotiate, 
to travel, Canada’s chance or the attitude towards 
Canada will already have been determined to a 
surprising extent by the projection of our culture 
abroad. 


| don’t wish to exaggerate this point. There are, 
of course, exceptions. Our United Nation troops are 
occasionally mentioned in passing; far less than 
our role merits. Hockey and figure-skating draw 
attention during international championships. In 
June in Britain and France our central role on D-Day 
was given fair treatment. But everywhere else - that 
is, where people were dependent for coverage on 
the U.S. channel, CNN - Canada disappeared. | was 
forced to follow coverage in this way from Rome 
and so discovered that my father had not, after all, 
landed on Juno Beach. Nor had any other 
Canadians. In fact, no one except the American 
forces seemed to have done much. 
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| make this point because not being a player in 
International communications today implies 
disappearing from the planet. It isn’t simply a lost 
cultural and financial opportunity. It is a major 
problem for foreign policy. Countries dependent on 
American structures to present them will be visible 
only as much and in the way that that structure 
wishes. 


A handful of slightly larger countries have 
images which go beyond their culture. But that is 
the result of aggressive military policies of the sort 
we avoid. Or of high profile involvement in regional 
crises. 


Culture is therefore the face of Canada abroad. 
To the extent that foreign policy is dependent on 
foreign public recognition - an identifiable image 
and a sense at all levels of what we stand for, what 
kind of society we are, what we sell - that policy is 
dependent on our projection of our culture. What's 
more, we are more dependent on that cultural 
projection than the handful of larger countries who 
are our allies and our competitors and who have 
other ways of projecting their image. 


b) Funding Disadvantage 


Curiously enough we don’t act as if this were the 
case. Our competitors, on the other hand, do. The 
Joint Committee has already heard the relative 
figures spent by countries to encourage the export 
of their culture: 


1990 figures 

France: $1,492 million or $26.58 per capita 
Germany: $1,100 million or $18.50 per capita 
U.K.: $ 933 million or $16.00 per capita 
Canada: $ 128 million or $ 4.09 per capita 


In these tight financial times all our budgets are 
being cut. Foreign Affairs cultural budgets have 
dropped drastically since 1990. But even at its 
highest it was seven times less than the French; four 
time less than the British. 


The question is not whether we can afford to 
spend to export culture. The question is whether we 
can afford not to. 


c) The Role of Culture Identified by 
Other Developed Nations 


The practical answer to that question lies in 
examining why the others spend so much. And why 
does the United States go to the wall, for example, 
to protect its penetration of the world’s film 
markets? 


There are three central reasons: 


1. Countries are in large part the image they 
project abroad. Their manoeuverability and 
influence in the world community is affected by that 
image. 


2. Cultural exports are extremely profitable. 
They constitute, for example, the United States’ 
second most important export. 


3. Trade penetration abroad depends to a great 
extent on that image. To put it crassly, American 
films sell America. They sell soft-drinks, clothes, 
cars, tourism. They sell the myth. 


Nations which do not make every effort to export 
their cultures are naive and self-destructive. They 
are attempting to function without a public image in 
an international climate where those images play 
an important role. 


The remarkable thing is that Canadian culture - 
in spite of being excluded from large parts of its 
home market by structural deformations which 
actually favour foreign imports - has succeeded in 
establishing a presence abroad. 


This is been due, in part, to small programs and 
imaginative support from elements in Foreign 
Affairs. But above all it reflects the energy and 
quality of Canadian culture. In spite of working ata 
severe per capita funding disadvantage, and from 
an unfavourable home structure, it has been 
successful far beyond our population size. 


The central question is how much more could it 
accomplish and earn if it were operating from a 
fairly organized home market and with competitive 
levels of foreign funding? 


d) False Objections 


Dealing with the role of culture abroad in a 
sensible and professional manner has been 
repeatedly blocked by a series of overwrought and 
ill-informed objections: 
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e Culture is felt to be an intangible by many 
trade specialists and politicians who favour 
the concrete sound of wheat and wood. They 
miss the point that culture employs over 
half-a-million Canadians and, even 
disadvantaged as it is, exports a half billion 
dollars worth of culture a year. Often those 
unable to focus on culture are the same 
people who preach about the importance of 
the “service industries.” But culture is the 
content of the service industry. 


° There are others who worry about 
departmental jurisdiction or federal-provincial 
jurisdiction or waste from overlap. They miss 
the point that the provinces spend so little on 
culture that such a debate makes no sense. 
Even Québec, with all its declared concerns 
over culture - even under a PQ government - 
invested on average only half of one per cent 
of its total budget on culture in general 
between 1961 and 1986/7. The cultural 
community does the best it can by cobbling 
together insufficient funds from whatever 
levels they are available. The problem is not 
jurisdictional or overlap. It is lack of 
commitment, strategy and budget at any 
level. 


° Many public figures feel that culture is a 
difficult area because its content can’t be 
defined the way others can. They are caught 
up in pointless anxiety over what Canadian 
culture is and precisely how will that content fit 
into policy. 


They are missing the point. Culture is not 
propaganda. It is neither definable nor controllable. 
It comes out in thousands of forms. The resulting 
overall impression is the image or culture of a 
country. The culture of a people defines itself 
through its expression. The government's job is 
simply to ensure that culture is accessible to 
Canadians and abroad. 


° More specifically there are those who see 
culture as an adjunct of politics or business; 
as a sort of decoration or a diversionary 
entertainment. This is wrong. Culture is a 
value in itself. It is the real expression of the 
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country, as well as being a money-making 
business. 


Itis not something which arrives as an aftermath 
to be wrapped elegantly around trade deals. It is 
trade in its own right. Itis not a prestigious tool in the 
classic sense of nights in the theatre for deputy 
Ministers and coporate presidents. Culture is 
relevantwhen it has a real public. The government's 
job is to ensure that public’s access. 


In fact, trade is in many ways an adjunct of 
culture. It is the widespread, varied and accessible 
presence of Canadian culture in a foreign country 
that creates many of the conditions which industry 
can then take advantage of. 


e) The Practicalities of Culture 
Culture passes through four stages: 


° Creation 


° Production (such as publishing or film 
production) 


° Distribution 
° Consumption 


There is no lack of the first and no potential lack 
of the fourth. However these two stages can be 
affected only marginally by public policy. The 
intermediate stages - Production and Distribution - 
are the structural layers where public policy can 
make all the difference at home and abroad. 


In discussing foreign policy it is impossible to 
ignore the state of the home market. Much of 
foreign policy is national policy. 


If you have a culture - however vibrant - which 
cannot easily be produced and distributed at home 
in a regular, mainstream way, then selling that 
culture abroad becomes artificial; almost like 
running away from reality. 


Governments have become used to constant 
complaints, from those who create and those who 
sell creativity, about the state of the internal 
market-place. In the past there has been a 
tendency to interpret this as a sign of professional 
weakness or inferior quality. Over the last decade in 


particular, people who know nothing abouthowthe — 


cultural process works have taken to insisting that it 
is all a matter ofthe market-place. And maythe best 
production win. This sort of abstract ideological 
nonsense is of no help to Canadian culture, 
Canadian exports or foreign policy. 


Thereality is thatthe last half-century has seen a 
remarkable explosion in Canadian creativity. A 
great deal of this creativity has made its way 
through to a national public and, in many cases, an 
international public. This has been done with 
cooperative private and public efforts. However our 
production and distribution structures have simply 
not managed to keep up with the quantity and 
quality of Canadian creativity. 


Some of this can be blamed on our cultural 
industries, much of it on inadequate regulations. 
But the heart of the problem is that from the very 
beginnings of our cultural efforts we have had to 
deal within our borders with much larger industry 
structures controlled from the two largest 
English-speaking countries and the largest 
French-speaking country. As our culture has 
flowered, so their industrial structures have grown. 
We have never come to terms with that 
contradiction. 


The reality is that the well-known cultural 
statistics - such as only 4% of films shown are 
Canadian or 17% of books and publications - do not 
reflect accurately either the quality or the quantity of 
Canadian creativity. What they do reflect is a 
structural deformation. 


The relationship of this to pure foreign policy is 
simple. A film industry which tries to finance itself on 
4% of the home market is in no position to be active 
abroad. Equally, a publishing industry dependent 
on 17% of the market cannot hope to finance 
international distribution networks. 


It would therefore be naive to imagine that we 
can truly export our culture to the natural level of its 
quality unless we change the structure of the 
internal market. 


f) The Pursuit of Balance 


The essence of foreign policy is the pursuit of 
balance. This creates situations of maximum 
manoeuverability. Canada is caught in a situation of 
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severe imbalance which explains much of the 
pessimism in our elites. Their tendency, in a final 
fling of fatalism, is to push further into the dead-end 
of that imbalance. 


Common sense says we should be doing the 
opposite. Not out of dislike for others or from false 
nationalism. But to seek balance through 
counterbalance. The greater our influence outside 
of the dominant spheres, the greater our influence 
on the dominant players. This is the strategy of 
indirection, first laid out by Sun Tzu 2,500 years 
ago. Since then, in every field, those who succeed 
in spite of not being in a position of natural 
dominance, do so through indirection. Only the 
fools, carried by false pride, insist on a direct 
approach and end badly. 


Culture is one of the elements which can help 
governments to begin calmly working towards a 
healthier balance. 


The three markets on which we concentrate our 
efforts - the United States, Britain and France - are in 
many ways our least natural markets. Their 
attitudes on culture are essentially “one way” 
because they have imperial visions. Their own 
Culture is the advance flag of their vision. 


What’s more we must be careful when dealing 
with these three countries not to fall into their 
visions of aunilingual/monocultural world. Canada 
is an experiment and an experience in its own right. 
Language is of course important and our dual 
approach gives us a powerful tool. But it is not in 
itself a purpose. 


Our culture is merely described through our 
languages. But what it describes is a nation which 
has opted for cooperation between two major 
forces. Our options, our ethical assumptions, our 
relationship to the physical, are not the same as 
these other monocultural powers. No matter how 
successful we are, they will always see us, through 
their imperial vision, in a subsidiary, ex-centric role. 


One of the things we must concentrate on is 
developing our image outside of this triangle. 
Another is to push Francophone culture in the 
Anglophone world and vice versa. We must not 
allow ourselves to be defined by other people’s 
criteria. In this context the translation programs of 
the Canada Council are particularly important and 
should be expanded. 
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Above all we must concentrate on creating 
poles of attraction inside Canada which reflect our 
reality. That means we must put special emphasis 
on bringing cultural leaders from abroad to Canada 
so that they witness what we are instead of hearing 
about it. 


g) Portraying the Centre 


The great Canadian thinker, Harold Innis, once 
quoted Napoléon as saying: “Complaints are 
made that we have no literature; this is the fault of 
the Minister of the Interior.” In other words, in a 
healthy, free society culture is not created by 
government. In that same essay on cultural 
strategies, Innis said, “We can only survive by 
taking persistent action at strategic points.” That is 
what government can do. 


But as the Canadian playwright, René-Daniel 
Dubois has put it: “Survivre, ce n’est pas un 
objectif.” Or, as Shiva Naipul put it, “A people 
without a vision must perish.” 


We have that vision. Our culture expresses it. Itis 
the vision of a Northern people who, with great and 
ongoing difficulties, have found ways of living 
together while other nations warred within and 
imposed single-note, centralized mythologies of 
themselves. 


There are, to put it simply, two sorts of national 
visions. There is the religious/imperial sort which 
carries within it the assumption, sometimes 
spoken, sometimes not, that its vision is better than 
anyone else’s. The other is less imposing. It does 
not think less of itself. Nor does it think less of 
others. This requires profound self-confidence and 
does not require the dominance of others. But 
because it is based on a comfort with ourselves - 
such that we can live without conquering, Culturally 
or otherwise - this is an important vision. A vision 
from a new sort of centre; one that is remarkably 
attractive to many countries. 


Our need is to learn how to project ourselves 
from that centre. It is a point of view which must be 
understood by some in public service who are lost 
in pessimistic helplessness before what they call 
. globalization. What we all need to understand is 
that globalization, what ever it may turn out to be, 
consists of competing visions of the world, of how 


\ A 


societies can work, of how people are to live 
together. 


Our experience of the last two centuries is the 
experience of people who are constantly learning 
how to cooperate. This lies at the heart of what 
makes our culture appealing to others. 


h) A Northern Country 


Finally, it cannot be repeated enough, we are a 
country of the north. Yet much of our foreign-policy 
stance is an assumption of the opposite. We falsify 
our image of ourselves and our culture by speaking 
like a nation which begins at the latitude of our 
major cities and spreads south. The vast majority of 
our population may live in these cities. But our 
country lies to the north of them. And itis that north - 
its riches - which finance the country and provide 
much of its mythology. 


To portray ourselves as the product of riches 
without including the country which produces them 
is a profound form of alienation. 


We dotake initiatives in the north; but they are all 
too often hesitant and uncoordinated. 


For some time we have been hesitating over the 
creation of an Arctic Council. Why? Because the 
United States hesitates. But we are the Northern 
nation. Instead of holding back until we can 
redefine our agenda enough to satisfy the 
American agenda, we ought to press ahead with 
the other six countries and forge the Council in the 
image of ourselves and of other nations who share 
our values in the north. 


We must bring as many foreigners to the north 
as we can in our exchange programs. We must 
develop international air-links across the north. We 
must press our natural advantages in northern 
Russia. We must educate the world about northern 
pollution. (Much of it comes from those who 
complain about our trapping.) We must take the 
lead in Northern scientific research and in 
cold-climate technology. We should be developing 
language-training centres for  circumpolar 
languages in our Northern cities. These and other 
actions are the basis for viable life in the north - for 
Inuits, Dene and those who have come from the 
south. 
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In other words we must demonstrate that this 
north - most of our country - is Canada and that we 
can project our vision of it. 


In what way is this a cultural question? Culture is 
a form of accurate living memory. We are the great 
Northern nation. We must act like it. 


ll. GENERAL FOREIGN 
POLICY CONSIDERATIONS 


a) Attitudes 


It is important to avoid falling into what might be 
called the prevailing fashionable fatalism attached 
to public policy and in particular to foreign policy. 


“Globalization” and “financial cut-backs” lead to 
an inevitable “lack of manoeuverability.” This 
phrase or phrases like it are on everyone’s lips. But 
received wisdom is nothing more than a shield for 
those who wish to avoid the responsibility of 
thinking and acting. 


This particular generation of received wisdom - 
the fatalistic generation - is the product of an 
over-reliance on a technocratic or expert approach 
in which there is an obsession with large abstract 
themes and methodology. All that then remains 
open for discussion for the citizenry and their 
politicians are the particularities of procedure. 


The pessimism attached to this “big” approach 
incapacitates the policy leaders who should be 
concentrating on building long-term alliances, 
taking active leadership roles on the international 
front and applying themselves to the 
straightforward practicality of most of our needs 
and problems. Most of the solutions to our 
problems lie in the use of imagination, originality 
and an ability to get down to concrete hard work. 
Not in expert management. 


Curiously enough the fatalistic moans, which 
come from many in the great pools of consultants, 
economists and political scientists, seem to betray 
a basic lack of sophistication when faced by the 
realities of international affairs. They talk about how 
globalization creates inevitability. Then talk about 
the disorder brought on by the end of the Cold War. 
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If you put these two contradictory tendencies 
together, what you have is an extremely fluid 
international situation. That fluidity means there is a 
great deal of ground to be gained by a 
medium-sized nation willing to use its imagination 
and to build new international alliances based on 
practical shared interests. To do this they need to be 
fast and aggressive, to identify and take leadership 
positions, to indicate direction when so many are 
milling about in confusion. 


A large number of Canada’s international 
interests, concerns and problems are shared by 
many other countries. In several areas, particularly 
that of culture, there are cultural alliances which 
could help us to accomplish what we need to 
accomplish. 


As for the lack of funds, this often disguises a 
lack of either desire or will-power. Yes, funds are 
short, but, as the saying goes, you get nothing for 
nothing. And cultural policy is one of the cheapest 
areas in government. Considering the important 
role that it plays in national and international policy, 
it is also dramatically and even irresponsibly 
underfunded. In spite of operating in conditions so 
unfavourable as to be unprecedented in the 
developed world, it already more than pays its way 
in direct and indirect terms. 


Whatis more, there are dozens of things that can 
be done - some requiring funds, some merely a 
change in approach - which would normalize the 
conditions in which our culture operates at home 
and permit it to make its full contribution nationally 
and internationally. The sums involved, even at their 
maximum, are a minor event in budgetary history. 
What is needed above all is aggressive, practical 
and clever thinking, along with tough application of 
policy. And above all what is needed is neither 
fatalism nor false optimism, but a calm 
understanding that a great deal can and must be 
done. 


b) FTA- NAFTA 


Received wisdom has it that culture was 
excluded from these agreements: 


“4. Cultural industries . . . are exempt from the 
provisions of this Agreement.” 
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However, the following paragraph appears to 
reverse this exemption: 


“2....a Party may take measures of equivalent 
commercial effect in response to actions that would 
have been inconsistent with this Agreement but for 
paragraph 1.” 


In other words, we have formalized a 
mechanism for our own punishment should we take 
active cultural measures to solidify or strengthen 
the position of our industries. These are the 
measures which are necessary to give them the 
financial strength to export effectively. 


It may be that paragraph 2 does not mean whatit 
says. If so, what does it mean? It seems to create a 
mechanism by which action in the cultural sector 
will lead to retaliation in, for example, the steel 
sector. This situation needs to be clarified. Certainly, 
since the signing of the FTA there have been no 
significant cultural initiatives. 


If this section is the trap which it appears to be, 
then the government must begin formulating a 
policy to deal with it. Otherwise it puts a severe limit 
on both national and foreign cultural policy. 


c) National Policy 


There is a general tendency to think of “foreign 
policy and culture” as a matter of what can be done 
abroad - sales, distribution, image, influence, 
export earnings, etc. But of course other countries 
also have foreign policies and what they do abroad 
is the other half of the foreign policy-culture 
question. Their sales here; their distribution, image, 
influence here; and their draining of earnings out of 
Canada. 


In the case of Canada the pear is not cut in half. 
Our remarkable cultural successes abroad do not 
reflect a majority position for our own culture in our 
own country/market. And the greater the success of 
other people’s cultural foreign policy inside 
Canada, the weaker our own industries. If, as is the 
case, much of this inequality is not a matter of 
competition and quality, but of a dysfunctional 
internal Canadian structure, then we are at a 
permanent disadvantage. Quite simply, our 
industries are denied the financial reserves 
necessary to export vigorously. And our population 
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does not receive a reflection of itself from the culture 
available to it. This is, to put it mildly, confusing. 


It weakens Canadian efforts in a whole series of 
areas. It makes it difficult for the citizen to 
understand what its own interests are, because 
other people’s interests are constantly presented to 
them as if they were our own. 


Therefore, to attempt to build a new, vigorous 
foreign cultural policy without addressing the 
situation inside Canada would be naive. For 
example, to expect the film industry to be active and 
aggressive abroad, when industry structures leave 
them 4% to 6% of the national market, would 
resemble a child running away from home, not a 
national policy. 


In other words, the cultural foreign policy of 
Canada must begin with a widespread beefing-up 
of and sometimes revolution in national policy. 


d) International Cultural Alliances 


The received wisdom which seems to have 
developed in Ottawa, in particular over the last 
decade, is that the general international movement 
towards freer markets of all sorts means that we 
must be extremely careful, even discrete, in our 
attempts in cultural national policy to use 
“affirmative action.” Our approach seems to be that 
we are the odd man out. 


This is an inaccurate picture of the world. It 
results in part from a self-hypnotizing obsession 
with what happens south of the border. Our 
discretion has become psychologically clinical 
since the signing of the two hemispheric trade 
agreements. This may be either because our 
officials know what the cultural exemption means or 
because they are frightened to find out (see 2b). 


The reality is that many other countries are to a 
greater or lesser degree concerned about a form of 
cultural free trade which translates into the 
domination of three or four players. This is true in 
many parts of Europe, Africa and Asia. We have a 
great deal to gain by forging aggressive and vocal 
alliances with them. 


For example, when the French led European 
dissent over film policy at the conclusion of the 
GATT negotiations, we were not publicly part of the 
argument. We may or may not have been hard at 
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work behind the scene. But we were not seen to be 
there when our natural cultural allies were fighting a 
very tough battle in an area where our own battle 
lies ahead. 


The Americans will not thank us for our silence 
when and if we decide to do something about our 
own film policy. Nor will the Europeans feel any 
obligation to support us. 


In other words, we must begin building 
international alliances for more serious cultural 
actions. 


e) Relative Markets 


There is a chronic tendency both in the cultural 
community and in government to consider the U.S. 
market as the most important to penetrate, and 
often as almost the only market worth penetrating. 
This is true of English Canadians, but 
Francophones sometimes seem even more 
mesmerized. 


Proximity, population size, language and the 
American cultural penetration of Canada are the 
four primary explanations. Interestingly enough, 
despite the “cultural exemption,” the two trade 
deals have accentuated this obsession. 


The reality is that in most cultural sectors the 
American market holds no more financial promise 
than many European markets. The reasons are 
simple. 


° Per capita, the consumption of culture in the 
United States is far, far below that of most 
European countries. In very general terms, it 
is often 5 times lower in the United States. In 
many areas the German, French, Spanish, 
Italian and English markets are of more or less 
equal value. 


One example. A mid-list best seller on the New 
York Times Bestseller list is often about 40,000ts 


hard-back books. Very few books reach that 
level - a handful in a population creeping towards 
300 million. In Germany or France or Italy or Spain, 
40,000 is a relatively common level for a mid-level 
best seller. 


Part of the explanation for this differential is that 
the United States has a small middle/upper class 


and serious problems in its public education 
system, while much of Europe has become 
essentially middle-class and has relatively healthy 
public-education systems. | 


° The United States is big enough and divided 
into enough competing regions that, 
culturally, it operates as a continent which has 
little need for or interest in outside influences. 


° The United States is deeply nationalistic. It 
simply has little interest in other cultures. And 
this nationalism creates a natural and invisible 
trade barrier which legislation can’t touch. 
The European nations named above have 
had a growing interest over the last half 
century in what happens elsewhere. They 
have large translation programs, many 
festivals with international orientations and a 
welcoming approach to other cultures. 


The point is that we have a far better chance of 
exporting much of our creativity to these countries 
than to the United States. That doesn’t mean we 
should ignore the American market. But it does 
mean that we should not become obsessed by it, 
and should put much of our efforts in other 
directions. 


Il. GENERAL PRACTICAL 
CONSIDERATIONS 


a) Culture Committee 


One of the reasons for the confusion in our 
cultural efforts abroad is that there is no clear sense 
(inside or outside of government) of who is doing 
what. The standard response is to argue that 
responsibility should be grouped in a single 
Ministry. 


The result of this attitude has been a certain 
amount of sterile manoeuvering over who should 
have what and who should take the lead. In reality 
this diversity may well be a positive factor and even 
a dynamic in our cultural policies. 


Rather than worrying about gathering or losing 
powers it is far more important to produce 
cooperation between the different players. And 
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culture, of all sectors, is the one most driven by 
creativity, risk-taking and structures outside of 
government. The dozens of programs and policy 
debates buried inside government structures must 
be made as visible as possible. 


One way of encouraging public cooperation 
would be the creation of a Cultural Foreign 
Strategies Committee. This would include the 
relevant Ministries (Foreign Affairs, Heritage, 
Industry), the Heads of key arms-length cultural 
bodies and NGOs. Above all, it would include a 
healthy selection of leading artists (painters, 
directors, writers, etc.). These, after all, are the 
people who produce culture and who know how the 
market works here and abroad. The committee 
might total 15 to 20 people. 


Such a committee should be _ essentially 
political. It should not work from briefing books and 
complex agendas generated by Ministerial 
sub-committees. Nor should it include consultants 
or more than one or two academics to cover the 
education aspects. 


Its purpose would not be administrative. Nor 
would it attempt to be executive. Rather it could 
gather twice a year, for example, over a weekend, to 
attempt to make sense of what cultural foreign 
policy is doing and what it isn’t but should be doing. 
It would serve the purpose of clarifying, exposing 
weaknesses, developing strengths and 
encouraging a general national cultural strategy 
abroad. In other words, it would serve as an 
informal coordinating and idea-generating 
committee, linking government and the cultural 
community, but also linking the elements in 
government. 


b) Program Information 


There is no concise and public idea of what 
government programs exist in the area of culture 
and foreign policy. They’re not secret, but nor are 
they laid out annually in any clear way. 


The debate over what departments should have 
what cultural responsibilities is a false debate so 
long as the public at large and the cultural 
community and, for that matter, the government 
itself are fuzzy over what is currently being done. 
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Many programs seem to have their finances 
designed on the backs of envelopes and the details 
involved are understood by only a small number of 
civil servants. There has never been a clear, 
integrated government statement. However, 
successive attacks from the political level on the 
value of cultural programming have created an 
increasingly defensive, chop-and-save-what- 
you-can disorder. 


Whether we are concentrating on the 
appropriate areas, missing areas completely, 


~ duplicating, or whether simple acts of coordination 


could improve what is being done, is unclear. 
What's more, itis difficult for those in the business of 
producing culture to make good use of these 
programs if there is no clear understanding of what 
they are. In such an atmosphere it is virtually 
impossible for those who use these programs to 
make sensible suggestions for improvements. 


The simple solution to this situation would be an 
annual government booklet, laying out by arts 
sector all of the programs offered by all 
departments. This should include both the 
department (Foreign Affairs, Heritage, Industry, 
etc.) and the arms-length organizations (Canada 
Council, Telefilm, etc.). 


This booklet would indicate the purpose and 
conditions surrounding each program (as well as 
the size of it), details on application, and an 
indication of what had been done in the previous 
year. In this way, people would understand how 
many individuals or organizations have been 
served. 


As to whether the current distribution of 
programs in different bodies is appropriate, this 
would become far clearer after a year or two of such 
a consolidated description. 


It should be noted that the provinces also havea 
maze of programs, which are also unclear to the 
public and the cultural community. It would be 
extremely useful if they could cooperate in such a 
venture, even if it involved a separate booklet. 


Arguments over which level of government 
should do what are nonsense, when it isn’t clear 
what they have chosen to do with the powers they 
currently possess. 
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c) Annual Pictionary of Canadian 
Culture 


A practical way of helping Foreign Affairs to 
project a sense of Canadian culture would be to 
produce an annual illustrated dictionary of 
important cultural creations in the preceding and 
upcoming year. 


This would be written by a single, well-known 
creative figure (a playwright, painter, writer, film 
director, etc.), preferably someone who has already 
won an international reputation. Each year a 
different individual would be asked. Not an 
academic or a consultant or a committee. 


The book might consist of 200 entries, 200 
words each. It would include books which 
particularly marked the year. Or plays. Or films. Or 
exhibits. 


The uses of the book would be: 


1. To give those diplomats not versed in culture a 
topical and exciting handle on how to talk about 
their country. 


2. Something up-to-date and relevant to give to 
foreign journalists, cultural figures and political 
figures visiting Canada. 


3. A useful tool for diplomats when dealing with 
foreign festivals. 


4. The fact that this book had been written by a 
well-known cultural figure would give it a value of its 
own and make it of interest in the long term. 
Sending a creator off to produce an accounting of 
the country’s most interesting activities over the 
year couldn’t help but produce an original, 
opinionated point of view. It would also produce 
interesting, probably unexpected views of the 
country’s culture. 


5. This booklet might also have commercial 
possibilities. It might be published in cooperation 
with a mainstream publisher. 


Apart from English and French it might be worth 
translating such a book into other key languages 
(Spanish, German, Japanese) 


IV. GOVERNOR GENERAL 


This post is intended to be the non-political 
representation of what Canada is. It was clear from 
the first Canadian Governor-General that it was a 
post which should be used in encouraging culture. 
It is no accident that a whole series of cultural 
awards are the Governor General’s. Since then the 
post has been expanded so that the Governor 
General travels abroad “representing” Canada. 


These elements lead to a number of 
conclusions: 


1. No one should be named to this post who is 
not perfectly bilingual. 


2. One of the qualifications in choosing a 
Governor General should be an already 
demonstrated commitment to culture so that the 
post will be used to develop Canadians’ sense of 
themselves. 


3. Rideau Hall should be used much more as a 
showcase for Canadian culture. 


4. The Governor General should be much more 
involved in gathering together visiting cultural 
figures and Canadian cultural figures. This is a 
proper marriage of prestige and cultrure and is 
done very effectively by Presidents in many 
countries (France and the Czech Republic among 
others). This has the effect of focusing foreigners on 
the culture of the country. The international 
reverberations of a cultural Governor General could 
be considerable. Those of a protocolaire Governor 
General are zero. 


5. In other words, we must move away from the 
banalized politicization of the post. And we must 
avoid a sterile protocolaire model. This is a country 
whose culture is full of effervescence and the most 
appropriate public figure to be seen actively 
celebrating it is the Governor General. 


V. HERITAGE/«PATRIMOINE» 


Itis difficult to imagine how a department called 
Heritage or «Patrimoine» could contribute to a 
youthful, energetic culture, let alone to the foreign 
policy aspects of it. 
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The department of culture and/or 
communications was  rebaptized  Heritage/ 
Patrimone by a government devoted to stripping 
the federal government of most cultural activity 
except the responsibility for such things as 
museums. And, indeed, the words heritage and 
patrimone both indicate that culture is in the past, 
inoffensive, devoted to simplistic patriotic activities, 
and preferably made up of bricks and mortar. 


It may appear picky to focus on the mere name 
ofa department. But the name indicates intent. That 
is why concepts such as Newspeak and 
propaganda have been important in the 20th 
Century. And names affect the expectations of the 
public served, as well as the civil servants’ 
understanding of their mission. It would take little 
effort to restore a name - such as Culture and 
Communications - which reflects the purpose of the 
department. 


VI. FOREIGN AFFAIRS 


a) Role of Culture 


Foreign Affairs has been reexamining the role of 
culture in its departmental mandate with the help of 
The Honourable Serge Joyal. The underlying 
assumption in this reexamination seems to have 
been that culture is currently treated as a marginal 
sideline of foreign policy when it ought to be 
recognized as having a central role in its own right. 


Mr. Joyal’s preliminary comments indicate he 
will be recommending that culture be identified as 
one of the three fundamental missions of Canadian 
foreign policy. He also seems to be moving towards 
models such as the British Council and to the 
grouping of Canadian cultural services in a handful 
of concentrated centres spread _ strategically 
around the world. 


These three ideas - the fundamental mission, 
the beefed-up and reorganized Arts Promotion 
Branch and the concentrated cultural centres could 
well be positive steps in the right direction. 


At the same time, their success would depend 
on a number of factors: 
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° With a cultural affairs budget sinking down 
towards $4 million, there simply aren’t the 
sums necessary to carry out a fundamental 
mission. It is therefore essential not to enter 
into a process in which a recognition of 
importance is rendered illusionary by fiscal 
structures. Culture is a fundamental of foreign 
policy. Budgets must therefore be altered to 
recognize that reality. 


The senior position in such a directorate would 
have to be at the ADM level. 


° The British Council or Goethe Institute or the 
directorate model would help to focus 
attention inside and outside the department 
on the role of culture. However the small 
quantity of centres and of cultural attaché 
posts means that it could sink into the status of 
anisolated ghetto. Arts promotionis notnowa 
mainstream career option in the department. 
A change of this sort should be intended to 
make it mainstream. To carry out a cultural 
foreign policy the involvement ofthe rest of the 
department is essential. | will deal with this in 


the section on Foreign Service Officers (see 
6b). 


° The idea of gathering services might prove to 
be away of combining forces. Butit could also 
sink into little more than a way of 
bureaucratically justifying the cost of cultural 
centres while deflecting the centres from an 
aggressive role. 


| make this last point because we mustn't forget 
the contradiction between the diplomatic approach 
and that of culture. Culture depends on creativity 
and salesmanship. Bureaucratic hierarchies play 
no useful role. 


Foreign Affairs, quite naturally, values 
discretion, often secrecy. It is justifiably 
hierarchical, but over the last few decades has 
become, not so justifiably, increasingly hierarchical 
and administrative. It’s justifiable nervousness 
about diplomatic error can make it unjustifiably 
favourable to what might be called 
“representational” culture; an approach which 
doesn’t work. It is interested in reporting lines. 
These are irrelevant and damaging to cultural 
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affairs. Culture is not about administrative control. 
That isn’t what makes culture saleable or popular or 
art. 


| mention these elements notas acriticism butin 
order to be realistic about the attitudinal changes 
necessary if culture is to be treated as a 
fundamental mission. 


A few small examples of situations which need 
to be dealt with are: 


° Cultural attaché travel-entertainment budgets 
are so low that they can’t possibly carry out 
their missions of selling culture by getting out 
of their offices to develop long-term 
relationships with festivals, theatre 
companies, museums, etc. 


e Cultural officers need to be in constant direct 
contact with the cultural community in 
Canada in order to know who is who, how it 
works, what is happening. 


This means the expense of regular 
communications, but also of travelling to Canada 
regularly. 


One departmental change | will deal with in the 
next two sections is that careers be restructured so 
that cultural officers divide their time between 
foreign posts, Ottawa and being placed in the 
cultural community in Canada. 


° Cultural officers do not meet on a regional 
basis. In Europe this makes no sense. All 
cultural officers in Europe should gather at 
least twice a year in one of their embassies to 
discuss programs, policy, and to develop 
regional strategies. 


Ottawa is not necessarily the right place to 
originate strategies. 


° Cultural officers do not meet on any regular 
basis in Ottawa with each other or with the 
cultural community. 


Cultural policies are particularly complex. They 
cannot work without a high intensity of group effort. 
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° Finally the current system revolves around the 
classic Foreign Affairs posting system. 
Almost every departure and arrival turns into a 
fresh start. This simply does not reflect the 
local long-term building of relationships 
which is especially particular to the cultural 
world. Memory and continuity are key. 


b) Foreign Service Officers - 
Characteristics 


Over the last two decades many foreign service 
officers at all levels have made extraordinary and 
often successful efforts to advance the cause of 
Canadian culture abroad. In doing so they have 
strengthened Canada’s image and had a 
qualitative and commercial impact on culture. It 
cannot be said, however, that this has been part of 
an organized departmental or governmental 
strategy. It has been more personal initiative than 
anything else, without the expectation that they 
would be thanked by the structure or that their 
careers would be advanced. 


There has been a gradual evolution over the last 
two decades in what External Affairs looks for in its 
officers. The old humanist-generalist profile was 
abandoned in favour of a theoretically modern 
technocratic-manager profile. The dispassionate 
systems man was to accomplish foreign policy 
miracles through structural expertise. 


Curiously enough this approach missed the key 
point: modern communications make systems 
expertise and _ information-gathering rather 
secondary in foreign policy. What was needed were 
men who could develop long-term relationships 
around the world and act as effective salesmen. In 
both cases what was needed was extensive and 
sophisticated levels of political, social and cultural 
understanding and very concrete skills in, to put it 
bluntly, selling. The technocrat, caught up in the 
hierarchical, abstract power struggles of complex 
administrative structure rarely possesses any of 
these skills. They are a model dangerously 
out-of-date. 


What makes a diplomat successful today is a 
practical sense of Canada’s culture, society and 
business combined with the ability to penetrate the 
society (not the bureaucracy) of the country in 
which he/she is stationed. 
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Those who succeed know the local culture, go 
to the theatre, read the new books. In most 
European cultures in particular, the elites who 
matter tend to read a lot of fiction and to participate 
in their culture. 


Most of our diplomats would operate in this way, 
but again their own structures don’t reward or 
encourage such an approach. What's more, the 
system has rewarded many who literally disparage 
Culture as an irrelevant irritant which costs money 
and at best offers an entertainment possibility. 


If we are to refocus our foreign policy on three 
fundamental missions, it must be realized that 
these are not three water-tight compartments. And 
culture penetrates all three. It is a value in itself. It is 
the image of a country. It is also a valuable trade 
good. 


We must carefully rethink the values of the 
department so that they reflect the more cultured, 
practical needs of modern diplomacy and we must 
reward those qualities. This begins at the level of 
entry. 


We must also hink about simplifying the way in 
which the department functions, making it less 
hierarchical, less systems-oriented and more open 
to the society it represents abroad. As the writer 
Anthony Storr puts it: “Behavioural rigidity is the 
enemy of survival.” 


Given what international diplomacy now needs, 
the structure of FSO careers should probably be 
changed so that at least a quarter of every career is 
spent in Canada, outside of Ottawa, on loan or 
exchange to NGOs, provincial governments, 
boards of trade, corporations, etc., perhaps for 
periods of one to two years. Quite simply, | can think 
of no better way to equip them with a working, 
practical, evolving understanding of what their 
country is. But at the same time they could teach 
these Canadian organizations how better to 
succeed abroad. 


In particular they should serve in the Northern 
half of Canada so that our foreign policy begins 
naturally to assume the profile of a Northern 
country. 
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c) Cultural Officers 


° It is difficult, almost impossible for an officer 
specializing in culture to do his or her job if 
they simply move back and forth between 
Ottawa and foreign postings. | would suggest 
that a third of their career be spent in the 
cultural community in Canada. 


This could involve periods of 6 months or one or 
two years, in publishing companies, theatre 
companies, cultural organizations, etc. They could 
take part in the organization of festivals, work in 
provincial departments, export-oriented agencies 
and corporations, cultural NGOs. 


This would work to the benefit of Foreign Affairs 
and the cultural sector. 


° Given that we have senior cultural officers ina 
limited number of countries it is important not 
to isolate them from the rest of the 
department. Many young officers will have to 
deal with culture in smaller posts. 


° Culture is among the most complex of 
sectors. It is based on high levels of cultural 
sophistication and long-term relationships 
combined with rapid turns of fashion. It 
therefore makes no sense at all to follow the 
classic posting patterns in which an officer 
may be sent to a senior position in a country 
the language of which he/she doesn’t speak. 
And the culture of which he/she doesn't 
particularly know. 


In these cases, at least the first two years will be 
wasted, while the language is learnt and the officer 
runs to catch up and tries to make contacts with 
people who don’t have time to slow down for 
outsiders who can't keep up. 


Cultural attachés should never be sent to a 
country if they have not already been posted there 
in a more junior position. They should never be 
posted unless they are linguistically and culturally 
fluent before going. 


° Given how long it takes to establish viable 
relationships, cultural postings should be for 
not less than 5 years. 


° Cultural officers must gather in regular 
regional meetings to develop strategy. 


Culture is specific and concrete, not 
administrative. Strategy needs to come from 
concrete experience. These cooperative 
meetings would also make the rotation of 
officers less of a jarring experience for 
Canada’s contacts in each country. 


° Canada has been very well served by many of 
its cultural attachés. However it must be 
remembered (on the assumption that this 
policy review is moving towards a greater 
emphasis on culture) that this is not a 
meditative or discreet area. It is among the 
most aggressive sectors in society. 


Those who make their lives in it - the creators, 
producers and distributors - live lives of high risk 
and competition - far tougher than in most straight 
business sectors. It is an extremely concrete 
business. Cultural attachés need to be a 
combination of agents and producers if they are to 
succeed. They need to be entrepreneurial, not 
because all culture can or will be profitable, but 
because beyond the act of creation all jobs in 
culture are entrepreneurial. If you neither create, 
produce, nor sell, you are a dead-weight. 


d) Cultural Centres 


The difficulty in making cultural centres work 
has always been the same. Governments, 
politicans, civil servants and departments of foreign 
affairs quite naturally have a view of proper action 
abroad which is careful, muted, respecttul, 
diplomatic in effect. There is a tendency to prefer 
prestige and dignity. But culture works best when it 
is noisy, unleashed, unexpected, often shocking or 
outrageous. There is little place in it for dignity or 
care. It is the opposite of diplomatic. 


For cultural centres to succeed they must be 
filled with people; people who come because they 
hear and talk about what happens there. There 
must be an open, free and easy atmosphere. More 
than welcoming, there must be a sense in the city 
where they are that these centres are exploding in 
one way or another. 


The very existence in London and Paris of a 
security net at the door creates an atmosphere of 
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exclusivity and prestige, both of which are death to 
culture. 


The two specific free-standing cultural centres in 
London and Paris, and the other facilities in 
embassies such as Washington, must be thought 
of inthe context of the real culture in the cities where 
they sit. What makes a Parisian go to a cultural 
event? What ever it is, we must present our culture 
in such a way that we meet those criteria or there is 
no point in having a cultural centre. 


A few generic suggestions: 


° The two cultural centres in particular should 
probably have some sort of board or advisory 
committee. This should include leading local 
cultural figures interested in Canada, leading 
Canadian cultural figures who live in that city, 
a few Canadian cultural figures who have 
made breakthroughs in that country, and who 
could be brought over once a year, and a few 
local businessmen who are interested in 
Canada and culture. The current obsession 
with profitability might reduce this idea to a 
mere board of business sponsors. This would 
be a mistake. Culture is only secondarily a 
business. What makes it culture is creativity, 
not finance. The latter are dependent on the 
former. 


° The cultural centres should concentrate on 
group events. It is rarely a good idea to 
organize solitary readings or even exhibitions. 
Events are far more likely to work if they tie in 
well-known local creative figures. Debates of 
two, three, four, around themes. Group shows 
comparing Canadian and local artists. 
Cooperative efforts with local galleries. 


Tnese events must not be determined by an 
irregular schedule generated from Ottawa. 
Regularity is a great drawing-card in the cultural 
world. And each city has its own rhythm. 


Above all it is important to become known for 
specific events; not necessarily straightforward 
self-interested events. Annual public conferences 
on themes which go beyond Canada. At one time 
the Cultural Centre in Paris was involved in an 
annual international poetry and translation 
gathering which caught people’s attention and 
focused attention on one of our strengths. 
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Being part of a thematic festival or event taking 
part across a city is a good way of reaching out. 
Above all, cultural centres must not be prestigious 
fortresses. They must be an integral part of the 
cultural life of the city and thus draw Canadian 
culture into the larger civilization. 


° Paintings must be for sale when they are 
shown (see 10c). 


Specifically on London and Paris: 
London 


It was aterrible mistake in the first place to move 
the High Commission from Canada House, 
Trafalgar Square to Grosvenor Square. Canada 
House is a landmark building at one of the best 
central visible addresses in London. It is identified 
with Canada. It is close to government offices, is in 
the centre of the cultural district and is on the way to 
the City. 


Grosvenor Square is an anonymous building on 
a square entirely identified with the United States. In 
London, Grosvenor Square is the United States - 
the controversial Eagle on top of their distinctive 
building, the statues in the square, the place of 
anti-American demonstrations. By moving to 
Grosvenor Square, Canada lost its image, its 
presence. It is also an ex-centric address. 


Canada House continues as a cultural centre, 
but is about to be closed. There are some 65 years 
left to run in its lease. It needs renovation. 


The most sensible way to deal with London 
would be to negotiate an elevation of Canada 
House (which should be possible) and move the 
High Commission back in. Frankly, we can't get out 
of Grosvenor Square a minute too soon. If some 
minor services don’t fit into Canada House, they 
can go to a cheaper address. Intelligently 
negotiated this should not be an expensive 
operation. 


The cultural centre and tourism could operate 
on the first two floors, with no security, using the 
north entrance. This was once a back door. It now 
faces the main door of the new wing of the National 
Gallery. The back door is nowa prime address for a 
cultural centre. Again, it ought to be possible to 
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negotiate the small improvements which would 
make this a larger more welcoming entrance. 


If we are going to have cultural activities in 
London, to abandon a building and an address 
which most people would kill for would be, to put it 
mildly, incomprehensible. 


Paris 


The Paris Cultural Centre has always been in the 
wrong place. It is at a prestigious Ministerial sort of 
address, with no foot traffic and no relevant culture 
nearby. A few years ago it was almost moved to the 
centre of Paris and of the cultural district; a very 
sensible plan. This was inexplicably killed. 


In spite of the difficult property market in Paris it 
ought still to be possible to design an exchange for 
a better cultural address. 


If it is not moved, then remarkable efforts will 
have to be made to draw people to it. Certainly the 
building has good space, but it is hard to convince 
the public to come into that district specifically for 
one exhibit or event. 


On the other hand, because we have good 
space and because Canadians, both Francophone 
and Anglophone, have won French publics and 
because in Paris partnerships are often welcome, 
there is a great deal which can be done. All the 
same, the building is in the wrong place and it is an 
unnecessary effort to have to bring people out of 
their way. 


e) Press Officers 


The job of a press officer in an embassy is to 
ensure that Canadais 1) correctly represented in 
the local media; 2) sufficiently represented. 


This job has very little to do with the diplomatic 
approach or method. It resembles, if anything, that 
of the press attaché of a publisher or a film 
producer. Their job is to sell the image of Canada 
and this requires energy, sometimes aggressivity 
and non-conformist behaviour. 


Many diplomats do this well. But the system 
does not encourage them. For example, | have 
often heard press officers say that they have missed 
some reference to Canada because the embassy 
does not subscribe to that newspaper or magazine. 
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This suggests that embassies do not subscribe 
to clipping agencies, probably in a gesture of false 
economy. 


It also suggests that the officer has a formalized 
relationship to information. If embassies are too 
strapped to have wider-spread subscriptions 
(another false economy), then the press officer 
ought to spend an hour every day simply going 
through newspaper/magazine stands trying to find 
out what is being said and, often more to the point, 
what isn’t being said and should be. 


Infact, press officers should be in their offices as 
little as possible. They ought to be out seeing the 
press, talking to them, explaining, cajoling, 
encouraging. 


Let me take a very specific example of where 
action is needed. Newspapers, magazines, 
television and radio are devoted to comparative 
graphs. These examine everything from 
temperatures in different cities to daily currency 
conversion rates. They are constantly comparing 
public debt levels, education levels, industrial 
production, divorce, infant mortality, sexual activity 
and so on. The tendency in the United States is to 
include themselves, a few Europeans and the 
Japanese. The Europeans do the same. 


This is not a conspiracy. Nor is it the result of 
Canada not being important enough to be 
included. In almost all of these charts, less 
important countries (by population, economic 
activity, etc.) are included. In general, we are the 
only member of the Group of 7 to be left out. We are 
left out because there is an unclear perception of 
why we should be included. The United States 
occupies the position as the North American 
example. In international eyes, NAFTA is the United 
States. (Indeed, the United States acts 
internationally as if that were the case.) And we are 
not members of the more collegial EEC. 


The European, now one of the most influential 
international weekly newspapers, is a prime and 
regular devotee of this approach. A single example: 
in the issue of 5-11 August/94, a public debt table 
including 17 countries did not include Canada. 
Surely, with the size of our debt, we have earned a 
place. The question is- did a Canadian press officer 
get on the phone to complain or encourage? 
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Are these charts important? 


Those not present are absent from the 
imagination of the reader. Every time we are left offa 
currency convertibility chart it has an effect on 
people - from bankers to tourists - who are buying 
and selling currency. Every time we are left off a 
standard of living chart or an efficiency chart it is a 
small blow to our industrial role. 


And when journalists come to write international 
analysis, much of it turns on what has already been 
summarized in hundreds of charts. 


The job of the press officer is not to sigh or to 
wonder why. It is to get on the phone, have lunch, 
argue, complain, encourage. Their job is quite 
simply to make people take us into consideration 
by ensuring that our name and characteristics are 
present. 


A corollary to all of this is that no press officer 
should be sent to a country unless they are 
completely fluent in the local language before 
arriving. Otherwise, they cannot do the job they are 
being paid to do - whichis to read, listen and, above 
all, to talk. 


f) Long-Term Local Relationships 


The most effective arm of Canadian interests 
abroad is the foreign student educated here who 
has returned home, and the foreign personality who 
has visited Canada. 


Traditional diplomatic activity turned on the 
need for intermediaries in the absence of rapid 
communications. With that need in the past the 
tendency has been to concentrate on the 
relationship between technocrats. These 
administrative relationships have some uses. But 
they don’t cause culture to flower orto be sold. They 
don’t produce much in the way of foreign markets. 
And they have limited political value. 


The most important contacts and friends we 
have in most countries are those who came to 
Canada to be educated or were invited in various 
guises. 


There are apparently some 90,000 foreign 
students in Canada in a year. And yet our 
embassies keep no track of these graduates. They 
even keep little track of those who are sent on 
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official visits. One example: for a dozen years or so 
we brought some 6 enarques a year to Canada. 
When recently it was thought that it might be useful 
to see what had become of them (enarques after all 
have careers and power) it was found that no list 
had been kept. Another example: there are 4,500 
Canadianists in the Canadian studies programs. 
What actual use is made of them? 


Thefactis that young people who come to study 
in Canada already belong to a minority in their own 
country who have some combination of brains and 
money. They go home and become businessmen, 
artists, civil servants, politicians. Most of them like 
Canada. Having lived here, they have some 
understanding of it. Most of them would be 
delighted to see their relationship recognized and 
developed. They are natural partners in all sorts of 
ventures. 


Equally, journalists, creative people, 
businessmen and civil servants who have made the 
effort to accept an invitation and to take the time out 
of their schedule to come to Canada are natural 
allies. The point is not that they come, go home, 
write an article and then are dropped. The point is 
that their visit should be the beginning of a long 
relationship. But that requires an ongoing effort on 
the Canadian side. And it must be said that we 
rarely make that effort. 


Long-term memory. Long-term relationships. 
Long-term cooperation. These concepts do not 
seem to be very important in Canadian foreign 
policy. And yet the effort required to create these 
things is what produces Canada’s real friends 
abroad. Foreigners who know Canada can do a 
great deal more for us than even the finest diplomat 
on a 3- or 4-year posting. The diplomat’s job is 
therefore to make sure that these opportunities are 
taken advantage of. 


One practical act would be to appoint a junior 
officer in each embassy (in the medium and large 
embassies it would be a full-time job) to 
concentrate on identifying who all these natural 
friends are. Computers make it easy to build and 
maintain detailed information and to keep it 
growing in spite of the diplomat’s revolving career 
postings. It is relatively easy to follow their careers, 
to categorize them by profession, to ensure that 
they are contacted regularly, and invited 
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periodically. When any section in the embassy is 
seeking a contact, this system would simplify the 
process; as it would for Canadians seeking 
contacts in their areas. ( 


g) Touring - To Send Or To Bring 


Thereis no absolute choice to be made between 
sending Canadian creative people abroad and 
bringing foreigners to Canada. 


But what is clear is that we do not put nearly 
enough emphasis on bringing people here. 
Sending people abroad works very well in precise 
circumstances - festivals and long-term exchange 
programs, for example. Sending not well-known 
Canadians to do a tour of readings before small 
groupsis a proposition of doubtful use to the author 
or the country. 


h) Bringing 


On the other hand, we can never bring enough 
people here - journalists, festival organizers, 
museum and gallery directors, publishers, agents 
of all sorts, music promoters, political groups, 
senior civil servants, and on and on. 


The point is that a country speaks for itself. That 
Canada is a Northern country, with two official 
cultures and languages, an astonishing 
undeveloped north, a large indigenous population, 
an unprecedented mix of races and cultural origins, 
isn’t really comprehensible to people who come 
from small, centralized, fully developed, 
mono-cultural nations. They don’t understand until 
they’ve seen it. Then, in general, they are very 
surprised. 


What’s more, we have some 150 festivals in 
Canada. These are a focus for bringing in outsiders. 
The confusion which nevertheless reigns in 
national policy over the value of these festivals can 
be seen in the Harbourfront festivals in Toronto. This 
is the most important showcase in English Canada, 
yet for the last decade governments have 
undermined it through an irresponsible approach 
towards funding. They have seemed indifferent to 
its survival, and at best would have been happy to 
see it broken up. One element - the Harbourfront 
Authors Festival - is probably the most important 
literary festival in the world. In the international 
world of writing and publishing it is the event most 
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likely to be mentioned by foreigners. It receives no 
funding from Foreign Affairs. 


Specifically: 


° There is a need for the federal government to 
focus on these festivals; to support them in far 
more ways than money; to use them as 
focuses of Canadian culture. 


There are, for example, other important literary 
gatherings - /e rencontre québecoise internationale 
des écrivains, the Vancouver Authors Festival. 
There is a festival in the Yukon. There are the Salons 
de Livres - Montréal, Québec, Toronto (now third in 
importance), Saguenay, Ouatouais. There is the 
annual meeting of the Anglophone Booksellers 
Association, which must be transformed into a 
more public, popular event resembling the Salons 
de Livres. 


What doesn’t exist is sufficient coordination 
between these events. When we bring people we 
should be sending them to several events in 
different regions. 


° This is a general characteristic which should 
be applied as much as possible when we 
bring people to Canada. We must try to send 
them to at least two, if not three regions. 
Otherwise they get a very false idea of how 
complex Canada is. 


This is particularly true of people from the three 
“colonial” powers. They often come with their own 
visions of a mono-cultural society and we must not 
play to that. The English should be sent to Lac St. 
Jean. The French to Alberta. The Americans to the 
North. 


° Nor must we fall into the trap of encouraging 
foreigners above all to go to our great urban 
centres. Toronto, Montreal, Vancouver are 
exciting. But the world is full of exciting cities. 


When the International PEN Congress was held 
in 1989 in Toronto and Montréal, a specific effort 
was made to take 16 of the leading foreign writers to 
Baffin Island. That is the image of Canada which 
remains with them because it is unique and 
because it is a true representation of what Canada 
is. 
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In general, when we bring people here, we 
should be putting less emphasis on the cities and 
on the south. 


° We must also try to be original - seek out the 
unexpected. For example, there is an annual 
Classic boat festival each year in Muskoka. 
These are the most beautiful pleasure boats in 
the world, all built in Canada early in this 
century. It is not an enormous festival, but it is 
areal expression of a Canadian phenomenon 
and of how a part of Canada spends its 
summers. Large parts of the foreign press 
would be enchanted (that is the appropriate 
word) by the event and they would discover a 
whole way of life about which they know 
nothing (the lakes and cottages). 


These are small images of Canada, but they are 
real, unusual and attractive. 


e In our bringing of foreigners to festivals we 
should be putting our emphasis on what is 
new, experimental, original. I’m not 
suggesting that there is something wrong with 
more traditional approaches. It’s just that we 
should not be obsessed by being the best at 
what is not proper to our experience. If we are, 
as so many people insist, a new vision of what 
a country can be, then we should be 
emphasizing what is new here. 


° None of this is of any use unless there is 
follow-up when visitors go home. Short-term 
and long-term follow-up. Repeat visits. A 
sense that we are building allies. This is in 
good part the responsibility of the local 
embassy (see 6f) and it is rarely the case 
today. 


i) Sending 


We need to identify key festivals around the 
world in which we want a Canadian presence and 
then concentrate on developing relationships with 
them. 


This is in good part the responsibility of the local 
Canadian cultural officers. They need to be 
aggressive and they need to be constantly at these 
festivals and in the offices of those who organize 
them. à 
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Some cultural officers already understand this 
and take these actions on their own. But we need 
more aggressivity; more getting out onto the terrain 
of the local cultural producers. 


In order to be able to educate and convince 
these festivals, the cultural officers need a wide and 
constantly updated understanding of what is being 
created in Canada. 


It must be said that the cultural budget as it 
currently stands scarcely allows them to leave their 
offices except on foot and certainly has no built-in 
method for educating and updating them. 


Finally, it is important to repeat that most cultural 
events are based on long-term personal 
relationships. Cultural officers as currently 
conceived are usually therefore at a disadvantage. 


Vil. EDUCATION 


a) Languages 


One of Canada’s potentially great advantages in 
Foreign Affairs (cultural, political and economic) is 
its encouragement of two official languages which 
remain the two most useful languages in 
international communications. 


| say potentially because so far we have tended 
to treat them on both sides more as a subject of 
continuous internal debate. | am always amazed to 
hear people arguing over whether they must learn a 
second language. They are often the same people 
given to singing the praises of globalization. What 
they don’t seem to realize is that the globe remains 
a linguistic puzzle. That speaking more than one 
language is a way to make more money in large 
export markets. The real question is what 
advantages can we develop internationally with our 
two languages. More to the point, those who wish to 
succeed in the foreseeable future, particularly in 
business, will do better with three languages. 


A great deal of progress has been made in 
English Canada. There are now 300,000 
Anglophones in immersion schooling in 2,000 
schools throughout the country. This is a 
remarkable figure; the equivalent of 600,000 
students being educated in French in England, or in 
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English in France. Yet very little effort is being made 
to take advantage of their qualities. Business rarely 
seeks them out, in spite of its theoretical devotion to 
globalization. Neither federal nor provincial 
governments make more than perfunctory efforts to 
make use of them. In Québec the English-speaking 
surroundings ensure a continued high level of 
bilingualism. But again insufficient use is made of it 
and the schooling system does much to 
discourage these skills. 


The federal government should be 
concentrating on the practical applications of 
bilingualism in all of its international efforts. They 
should be pressuring business to make use of this 
natural advantage. They should be pressuring the 
provinces to increase language training and to 
make serious strides towards third language 
education. A. great deal is said about the need for 
improvements in education to relaunch our 
economy. Language is central to export success. 
The provinces have an obligation to the citizens to 
develop that training. 


It should be added that our development of 
immersion schooling has turned Canada into one 
of the most advanced countries in 
language-training methods. This should be 
capitalized upon. There are tens of thousands of 
people around the world eager to learn English and 
French. This is a market in which we are more than 
competitive. It is a matter of concentrating on how 
to take advantage of it. For example, the set 
language-training programs of the Public Service 
Commission and our use of the bain linguistique are 
already drawing people’s attention elsewhere in the 
world. We could be aggressively selling these 
programs. We could also concentrate on bringing 
people here for training. 


b) Post Graduate Education Abroad 


This has always been a Canadian pattern but it 
has too often been concentrated in Britain, France 
and the United States. Just as foreigners educated 
in Canada can become a long-term arm of 
Canadian interests, so can Canadians educated 
abroad at senior levels. But it is not in these three 
countries that we are in greatest need of levers. 


What we need are better links with other parts of 
Europe, with Asia, with Latin America. These are 
places where our role can be less limited by the 
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colonial fixation. These are places which can 
provide our foreign policy with balance and so 
should be encouraged. Unfortunately the tendency 
towards concentration of efforts does exactly the 
opposite. It throws us back onto the old narrow 
relationships. 


c) Imbalance Between Education and 
Culture 


It makes little sense that some three-quarters of 
the Foreign Affairs cultural budget is in fact for 
academic relations. | do not mean by this that the 
$10 to 12 million in scholarships are a mistake or 
that the Canadian Studies program of about $4 
million is a failure. But if we are talking about culture 
and foreign policy then it must be said that this 
represents a serious imbalance. 


For example, that approximately the same 
amount ($4 million) is spent on Canadian Studies 
as on all cultural efforts makes no sense at all. 
Culture, as | have said, is creation, production, 
distribution and consumption. The study of culture 
comes a very distinct fifth in order of importance. In 
fact it is not culture, except by indirection. 


I’m not necessarily suggesting that Canadian 
Studies should be cut. But look at another, smaller 
program - Youth and Personality Exchanges. It has 
been cut, but at last year’s $400,000 level, $60,000 
went to youth and most of the rest went to 
academics. 


My sense is that public structures are 
comfortable working with academic structures. 
There is something comforting, concrete, 
administrative about them. Especially when 
compared to the complex confusing world of 
culture. 


But why is a program of cultural personality 
exchanges dominated by academics? What we 
desperately need to do is insert more and more of 
our creators into international cultural situations 
where their peers and the public can get at them. 
Sending academics about to talk to each other is of 
far less importance and of little relevance to culture. 


This same tendency can be seen in many 
Canadian Studies conferences where the number 
of creative people is small while that of academics is 
large. 


The general point here is that the emphasis 
seems to be wrong. Itis not on culture. And if culture 
is to be treated as an essential mission then the 
necessary budget increases must come in the area 
of culture itself, not of academic studies and 
exchanges. 


d) Scholarships in Canada 


This is an important part of our foreign policy, 
provided that there is some sense of what sort of 
areas we are encouraging study in and provided 
that we follow up these scholarships by keeping a 
relationship with the student who returns here. 


It is unfortunate that we seem to be cutting back 
on Commonwealth Scholarships and reciprocal 
awards - that is, student exchanges - with other 
countries. At the same time we are developing 
unnecessary programs with the United States. 


_ These are unnecessary because we are already 


sufficiently exposed in that direction. Again, we 
need to develop more balance in our relationships. 


e) Canadian Studies Program 


There seem to be very mixed views as to how 
successful this is. With the years, it may well be 
fleshing out, but many in the cultural community 
remain sceptical. It is a worthwhile effort if it really 
does create a community of interest. But again, 
approximate comparisons are troubling. Some 
$890,000 is awarded for faculty research. That is 
about the same as the total Foreign Affairs efforts in 
the visual arts and literature/publishing put 
together. Surely it is more important to present to 
the world a living culture and those who create it 
than to deal with culture indirectly in small 
classrooms through study. What we need is not 
more analysis of Canadian literature but more 
books in bookstores. 


This is not necessarily to suggest cuts in the 
Canadian Studies Program, but it ought to be very 
closely monitored and it should not be an area to 
benefit if more money is put into our cultural effort. 


f) Exiled Writers 


| have not dealt with the Social Science and 
Research Council here, but one specific 
suggestion is in order. 


Canada presents itself and is known as a haven 
of free speech and an advocate of social justice. 
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Both our government and organizations such as 
PEN CANADA play a large role in international 
movements on these subjects. And yet when the 
many writers or playwrights or other intellectuals, 
who flee their countries to escape danger or prison, 
look around for haven, they find none in Canada. 
That is, our government is quite fair and open in 
letting them in. But once in, there is no structure to 
help them. As a result, creative people whom 
Canada has helped while they were in trouble in 
their own countries, end up fleeing to Britain, 
France, Sweden, even the United States. 


This is in large part because the universities in 
those countries find places for them. Those of us 
who have been involved with these cases in 
Canada know that there is little desire in our 
universities to make room. 


This is surely an area in which the SSRC could 
play a role. A small series of annual grants (for 
example, $35,000 per writer) tied to universities 
would play an important role in making our 
protestations on the subject of justice into a reality. 


g) Selling Canadian Education Abroad 


| have already talked about the importance of 
developing long-term local relationships and of 
encouraging foreigners, particularly from outside of 
the traditional triangle of the United States, France 
and Britain, to come for their education to Canada. 
It follows that we should be selling our higher 
education to foreigners. But to do this effectively we 
need a clear strategy on areas of concentration - 
both intellectual areas and parts of the world. 
Universities and provincial governments need to 
develop those strategies with the federal 
government. They will not appear spontaneously. 


This does not seem to me to be an interference 
in provincial responsibilities. Rather, it is a matter of 
foreign policy and international commerce. We all 
have a great deal to gain from building up a 
community of Canadianophiles around the world. 
And of course, we have the advantage over most 
other countries of being able to offer all education in 
two key international languages. 


The money earned directly in this way is 
probably not a primary concern. But the effects of 
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the long-term relationships, as | continually repeat, 
are the real purpose of such education strategies. 


Vill. BOOKS 


The written word illustrates perfectly the 
Canadian situation. First, itis an area of astonishing 
success. Some 20 writers - Anglophone and 
Francophone - have won large publics outside of 
Canada. This involves translations into a dozen or 
so languages and healthy sales. If you add in the 
playwrights, the figure is perhaps 25. Many 
foreigners, when they think of Canada, think first of 
these writers and books. This is what they know. 


Such penetration represents a far greater 
success than most other countries have achieved. 
Germany, Italy and Spain would be hard put to 
match this level of successfully exported writers. 
Even, if you look at the younger generation, Britain 
or France, outside of their own language, do not do 
better. 


Yet this success is not matched by publishing 
structures at home and abroad which can, in a 
sense, exploit the situation. It is not simply a matter 
of selling more of that successful group. As with 
other countries, they are the vanguard for a whole 
school of Canadian literature. And only an 
adequate production-distribution system can take 
advantage of that. To a great extent that requires 
appropriate and adequate regulations and 
public-private cooperation. It also means facing up 
to the unpleasantness which changing the current 
situation will involve. Foreign policy is an extension 
of successful internal policies or it cannot succeed. 
Widespread success abroad is dependent on 
success at home. 


What follows are a few examples of where 
opportunities and problems lie. 


a) Translation Grants Program 


There are two translation programs run by the 
Canada Council. Both have been highly successful, 
have contributed in a direct and practical way by 
helping to make Canadian literature available 
abroad and are suffering now, at the moment of 
their greatest success, because of financial 
cut-backs. 
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The first - the Translation Grants Program - 
finances translations of Canadian books from 
English to French and French to English. Between 
1972 and 1994, 1,362 books have been translated. 
The annual budget was cut by 10% in 1993-94, to 
$435,000. 


Demands for grants outstrip the budget. The 
translation rate of 10 cents per word has remained 
stable since 1984. 


It is obvious that this program plays a key role in 
introducing Anglophone culture to Francophones 
and vice-versa. However, it also plays an important 
foreign policy role. 


English and French remain the two most 
important languages in international literature. The 
translation of a book into the other official language 
of Canada also makes it accessible to the other 
international market. This can be accomplished 
through the selling of foreign rights or through 
distribution (see 8c). 


This program has a direct impact on our internal 
culture and economy as well as on our international 
image and export sales. It is neither abstract nor 
theoretical. It has a direct impact on readership and 
sales. If we are serious about our culture at home 
and abroad there is every reason to increase its 
budget. 


b) International Translation Grants 


The second translation program run by the 
Canada Council translates books from English and 
French into foreign languages. 


Between 1981 and 1994, 528 books were 
translated. However, the program is now in crisis. It 
has been cut back along with the other programs of 
the Canada Council. Also an annual grant of 
$80,000 from Foreign Affairs has been cut back. 


This comes ata time when the work of Canadian 
publishers at book fairs, the experience of this 
program and the growing popularity of Canadian 
literature around the world have led to an increase 
in demand. In other words, budgeting restraints are 
strangling the success which people have worked 
hard to produce. 


There is already talk of mitigating the 
circumstances by modifying the program so that 
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foreign publishers must pay part of the translation 
costs. Given the growing market for our books this 
is probably a sensible move. 


It should also be noted that authors are far 
happier not to use this program if foreign publishers 
will pay the full costs of translation, as many of them 
do. However this is not always possible. This 
program gives Canadian literature an economic 
advantage over others on two specific points: 1) 
when an author is breaking into a new market and 
does not have an established public, and the risk is 
therefore at its highest; 2) when a book, although of 
importance, presents particular economic 
problems brought on by translation difficulties or 
length. It may be that the program will have to 
concentrate more exclusively on these sorts of 
priorities. 


Nevertheless, this is a concrete tool which 
places Canadian books in international markets 
where they stand a good chance of winning a 
public. It is therefore a very important program 
which deserves a special funding effort to increase 
rather than decrease its budget. 


c) Distribution Agency 


One of the greatest difficulties facing published 
Canadian books is how to reach foreign readers; 
that is, how to be available in their book stores ona 
regular basis. We have a large quantity of books 
which could win international publics but are at a 
disadvantage because we have an insufficient 
distribution system. On the other hand, large 
foreign publishers are able to distribute around the 
world large quantities of their books which may or 
may not be of quality or interest. Their advantage is 
their distribution system. Theoretically, Canadian 
publishers’ problem is that they are not large 
enough to create and support such a system. 


There are two types of markets. 


First there are the other French- and 
English-speaking countries, such as France, 
Belgium, Switzerland, the United States, Britain, 
and Australia. Many Canadian books reach these 
countries through the simple sale of subsidiary 
publishing rights. The Programs which enable 
Canadian publishers to attend international book 
fairs are helpful on this front. However the rights to 
many books will not be sold abroad although their 
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quality and/or subject might well win them readers. 
These are the simple facts of the extremely complex 
publishing industry. Large publishing groups in the 
other English- and French-language countries deal 
with this problem by simply distributing those 
books abroad through their local distributors. In 
many cases these export markets are the difference 
between loss and profit. For example, American 
publishers often calculate the Canadian market as 
the extra 10% which makes a book worth 
publishing. 


If this profit margin argument is true in France, 
Britain and the United States, it is doubly true here 
with our smaller market. And yet most Canadian 
books are, to all practical purposes, unavailable in 
these countries unless subsidiary rights have been 
sold. 


It should be noted that we do have one 
advantage over the others, providing that it is used 
aggressively. Our two official languages with our 
translation program provide Canadian books witha 
natural entry into both of the most important 
languages in international book publishing. The 
problem still remains of how to then distribute those 
translated books outside of Canada. 


The second market includes all of the 
non-English- or non-French-speaking countries. 
And, indeed, the English-speaking countries for 
French-language books and vice-versa. 


In almost every major non-English-speaking city 
throughout the world there will be one or more 
English-language bookstores. Equally, in almost 
every major non-French-speaking city throughout 
the world there will be a French-language 
bookstore. This is a large and growing market. 
Their clients are usually among the most influential 
people in that city. Canadian books are rarely 
available to these stores. If the storeowner wants a 
book by a Canadian author they are generally 
limited to ordering one from the English, American 
or French publisher who has bought the rights, ifthe 
rights have been sold. This is an export loss for 
Canada. 


The problem in all of these cases is distribution. 
The solution is to create a commercial distribution 
company which, by acting for a large number of 
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Canadian publishers could reach the necessary 
size and cash-flow. 


Some Canadian publishers already have more 
or less successful distribution agreements in 
Britain, the United States and France with local 
publishers or distribution agencies. | say more or 
less because the size of the agreement means that 
they are neither the primary nor the secondary 
concern of the local distributor. 


The Literary Press Group has established an 
interesting agreement with a distributor of 
Alternative Presses in the United States. As a result 
they have seen their exports grow in the first year 
from $25,000 to $250,000. In the second year it 
appears that the figure may double. This 
government-supported program demonstrates 
that there is a void waiting to be filled. 


These agreements are small examples of what 
could be accomplished on an international basis if 
we had a single-source distribution agency. The 
development of communications through fax, 
computer and CD Rom make it increasingly easy 
for smaller groups to organize widespread 
distribution. A single-source distribution agency 
would quickly be known in the international 
bookstore, agency, wholesale business. People 
would know where to turn when they wanted a 
Canadian book. 


Asensible organization would be part-owned by 
publishers, part government-owned. It would 
require government funding for perhaps five to 
seven years, but there should be other financing 
groups who could be interested in participating. 


The simple act of organizing how and what we 
offer to the international market would be an 
enormous step forward. The company would need 
a small, young, aggressive staff in Canada, who 
would understand how to make the most of the new 
communications cataloguing and information 
methods and who would organize an ordering 
structure around consolidated shipments. Perhaps 
a two- to four-person operation in Paris and/or 
London with, perhaps, some warehousing system. 
That would be the first step. 


There is no reason why foreign-owned 
publishers established in Canada, who have a 
Canadian publishing program, should not 
participate with their Canadian books. 
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Such a distribution system could also include 
Canadian literary magazines and quarterlies which, 
once in the magazine section in bookstores, 
become a tool for selling Canadian books. 


As to whether such a company would be 
profitable after 5 to 7 years, the answer is perhaps or 
probably. More to the point, Canadian cultural 
exports would be developed and with them 
Canada’s profile abroad. The normal result would 
be a fallout of other benefits in a variety of areas. 
This situation would also help Canadian publishers 
to increase their print-runs to the break-even level. It 
would also help Canadian publishers to organize 
themselves in a strategic manner to deal with both 
internal and external markets. 


d) Monthly or Quarterly Book 
Newsletter 


Ithas become common now for large publishing 
organizations to produce monthly newsletters 
aimed at the reader and distributed to bookstores 
around the world. 


These are intended to supplement the review 
pages of newspapers and magazines. They are 
therefore written positively to draw attention to the 
publishers’ books, but at a high level of discussion, 
rather than as simple advertising. 


Bookstores are happy to have them because 
they inform the reader. 


While most of the Distribution Agencies’ work 
would be done with the tools of modern technology, 
the production of such a newsletter would be the 
logical outcome of such an organization. They, after 
all, would know what orientation to give it and how 
to distribute it. 


e) Literary Agency 


There are literary agencies in Canada. Many 
Canadian writers and publishers also have literary 
agents abroad. However this still leaves a large gap 
and many ofthe current international arrangements 
of publishers do not serve them well. 


A further possible aspect of a Distribution 
Agency could be an arm devoted to the selling of 
rights. This does not necessarily mean competing 
with Canadian agents. It could mean working with 
many of them as a possible international arm. It 
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could also mean working with foreign literary 
agents. 


The point quite simply is that the large and 
successful production of books in Canada is 
inadequately served by the agency system as it 
currently exists. This would be an opportunity to 
concentrate the focus abroad and to reach 
profit-making levels. 


The underlying assumption here, as with the 
Distribution Arm of the Agency, is that it would be 
run as a private business in the book trade, where 
those who are energetic, enthusiastic, risk-oriented 
and devoted to a frenetic pace tend to succeed. 


f) Educational Publishing 


This is a prime example of a sector in which 
Canadian publishers could have an export market 
but are held back by the structure inside Canada. 


The international market in English and French 
is a practical possibility for two reasons: 


1. That market is currently dominated by British, 
French and American firms. They carry with them 
colonial reputations and attitudes past and present, 
which make a more disinterested Canadian 
approach attractive. 


2. Our teaching methods are often more 
advanced than those in Britain and France and are 
certainly of equal quality. 


The problem is, as in other areas of publishing, 
that just as our creative efforts began to expand (in 
the ’60s and ’70s), so the large publishing 
companies from our three principal competitors 
also began to expand heavily into Canada, buying 
up Canadian companies. 


The result is that a majority of elementary and 
secondary textbooks used in both English and 
French Canada are produced by publishers either 
wholly or partially (that is  effectively) 
foreign-owned. 


Their product is not necessarily inappropriate. 
In Québec it seems that the difference between 
local curricula and those of France and the United 
States are so great that there is little room for 
copy-cat publishing, so the books are locally 
written and produced. In English Canada the 
problem is more complex as the size of the U.S. 


CULTURE AND FOREIGN POLICY 


companies often permits them to indirectly shape 
curricula. 


Each province deals with these problems in a 
different way. Québec is very precise in its 
requirements. Ontario, somewhat in desperation, 
beefed up Circular 14, which lists which books are 
acceptable for schools to buy. They must be 
manufactured in Canada and written by Canadians, 
but may be published by foreign companies. 


Publishers are circumventing this by producing 
what are, in effect, North American texts with 
multiple authorship, including a Canadian author 
and a tacked-on Canadian section. This is the old 
Time Magazine approach to Canadianization. 


The basic problem is that the more wide-open 
the competition for educational markets, the more 
the foreign-owned companies are favoured. Their 
size permits them to be everywhere, to offer 
multiple choices of texts, to offer free samples. 


The end result is that the Canadian publishers 
remain small and, needless to say, in a poor 
position to mount export campaigns. 


What is needed is a period of fundamental 
restructuring. Probably the only simple and 
cost-effective way of doing this would be for the 
provinces to set a period (a 5-year feed-in period 
followed by perhaps 10 years) during which only 
books produced by 100% Canadian publishers 
could be purchased by schools. 


Itis a remarkable failure of national (and for that 
matter provincial) will that a country with such high 
standards of education, living, and citizenship, 
should have the education of its citizens dominated 
in one way or another by foreign interests. This is 
not, as some might glibly suggest, the inevitable 
result of globalization. Canada is the only 
developed nation to be in this position. 


Such an interim purchasing policy would give 
Canadian publishers the time to grow and to 
restructure. At the end of the 10 years the market 
could be reopened with the single limitation that the 
Canadian companies, having benefited from public 
~ policy, could only be sold to Canadians. This latter 
regulation would involve the federal government. 
The purchasing regulations are provincial, but the 
federal government is well within its role to pressure 
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the provinces for action and to regulate ownership. 
After all, the current structure is a drain on the 
Canadian economy (foreign-owned companies 
export their profits). It also makes it more difficult to 
educate Canadians with a clear sense of 
themselves (i.e., their culture), and so complicates 
a whole range of federal policy areas, and makes it 
impossible to develop an export market. 


One of the reasons for reopening the market 
after the five- plus 10-year period would be that our 
own desire to export would not be served in the long 
term by unnecessary protectionism. 


In the meantime, export efforts could begin 
through cooperation with CIDA. It is strange that we 
should, for example, invest in educational 
institutions or structures in the developing world 
only to provide a market for British, American and 
French publishers. 


What is needed are long-term policies to 
establish Canadian educational publishers in the 
developing world in partnership with local 
entrepreneurs who have not been part of the 
colonial publishing system. 


IX. MUSIC 


This is an area in which | am uncertain of the 
implications of the information | have. However, 
what stands out is that there seems to have been 
less thought about cultural music policy than in 
other areas. Even the basic considerations of what 
actions to concentrate on seem to be absent. A 
number of people have spoken to me of the 
difficulty of developing a systematic foreign policy 
when there was no systematic national policy. They 
also raised the question of whether we make full use 
of the Canadian performers/creators who are 
established abroad. The music business - whether 
classical or rock - is international. Their success is 
therefore a practical and locally established arm of 
Canadian culture. 


Two specific areas should be mentioned: 
a) CD- Tape 


It seems that many of the same problems which 
face books also face the sale of music CDs and 
tapes. Thatis, international distribution and the sale 


® 


of international rights. It may therefore be that the 
same sort of approach as with books - a Distribution 
Agency and a Rights Agency - could be 
appropriate. 


b) Touring 


This is a delicate area where we fall all too easily 
into the traditional “prestige” approach. It is thought 
that sending off symphony orchestras and large 
ballet companies around the world serves 
Canada’s interests because they play in prestigious 
theatres, offer the ambassadors a chance to invite 
prestigious guests and produce reviews in 
newspapers. 


In reality this is a doubtful approach. Touring 
symphony orchestras and large dance companies 
is extremely expensive. More often than not they fall 
into the equivalent of a cultural vacuum - not 
because they are not good, but because they area 
one-off event. And because audiences in all 
countries react best to continuity. The embassy 
often ends up papering the hall. And since the 
orchestra or dance company plays or dances many 
of the things that local orchestra/companies play 
and dance, the best a reviewer can do is compare 
them. 


None of this does anything in particular for 
Canada’s reputation - cultural or otherwise. Nor 
does it do anything concrete for the 
orchestras/companies. Tours are not the secret to 
recordings. These large organizations are bodies of 
“interpretation” and only rarely of “creation.” Their 
real job is that of all symphonies and major dance 
companies around the world - to entertain their 
own public and visiting foreigners. If they are good, 
their reputation will make them a drawing card for 
visitors. 


The prestige which these companies’ foreign 
visits produce is of the short-lived variety. Everyone 
involved feels that something has been done. But 
what has been accomplished? It is also an 
old-fashioned approach to prestige, which is 
inappropriate to a country like Canada where the 
emphasis is on creativity and new activity. Finally, 
tours of such large organizations eat up large 
percentages of available funds. 
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A more appropriate concentration for our 
touring policies would be on small modern dance 
companies and small music groups which are in 
the business of creating and playing new music. 
Canadais at the forefront in both of these areas. We 
have a remarkable quantity of companies on the 
cutting edge of dance. They are “lighter” 
organizations to move around and therefore much 
cheaper. 


In both cases their touring can be designed to 
fall into a cultural context, not a void, for example by 
concentrating on festivals. Their public will be 
devotees of modern music and dance - often a 
younger public. And what is accomplished is that 
Canada’s reputation as an energetic place of 
creation is built upon. 


X. ART 


With the exception of a small number of artists, 
contemporary art crosses remarkably few borders. 
Few painters today have viable markets outside of 
theirown country. This is as true of Americans as itis 
of Europeans. There are some standard 
international events - such as the Venice Bienniale - 
in which we play our role. There could be endless 
discussion over whether we exploit these 
occasions as well as we might. There are also art 
fairs. 


But it is important in the art world not to fall into 
the trap of believing that being there is the main 
requirement. What matters is being there in the right 
context. There are museums, public galleries and 
private galleries in every country which give the seal 
of approval. Our aim should be to put our artists into 
those structures. This is in part the work of 
diplomats on the spot, but with the help of 
museums and art experts at home. 


a) Museums 


The one area which has become increasingly 
international over the last few decades is the 
thematic museum show. These are often put 
together by several museums. 


Whether one approves or disapproves of so 
much energy being expended to draw the public’s 
eye towards the past, the specific point is that 
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Canada has failed to use this phenomenon to 
establish its own visual presence. There is a need 
for several large, international thematic exhibits on 
Canadian art - portraying not regions but periods. 
What is needed to accomplish this is the 
marshalling of the energy of the Canadian 
museums, an intense strategy for bringing the right 
curators to Canada and a great deal of work 
abroad. 


This is worth doing because these shows play a 
role in establishing the international images of 
cultures. The extensive catalogues which go along 
with them become the memory of the exhibit. 


It is difficult to establish the image of 
contemporary Canadian art in the minds. of 
outsiders unless you have established the visual 
context out of which they come. 


b) Thematic Conferences 


As part of the preceding policy there isa need for 
a series of international thematic conferences on 
Canadian art which should be held in various parts 
of Canada over a period of, for example, five years. 
These should be organized as part of a single 
coordinated plan in cooperation with universities, 
public galleries and the government. 


The themes, the exhibitions which would be 
mounted to go with each conference, the foreign 
curators, art critics and historians who would be 
brought to Canada for the appropriate conference - 
when combined together these factors would go a 
long way to creating a clear sense outside of 
Canada of the Canadian artistic appearance. 


From this stage it would be easier to negotiate 
Canadian exhibits in public galleries abroad. 


c) Galleries 


Itis not clear that the best way to show Canadian 
art abroad isin a cultural centre. This can only make 
sense if cultural-centre galleries are established as 
exciting players in the local art scene. The slightest 
hint of prestige, diplomacy, officialdom, etc., 
negates the possible effect of what might be on the 
walls. Quite simply, people don’t come. They don’t 
come because those who are interested in 
contemporary art do not associate it with prestige, 
etc. If art is to be shown in our few official galleries 
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abroad, then the nature, atmosphere, approach of 
those galleries needs to be radically re-examined. 
To succeed they need to be non-conformist and 
often outrageous. 


Also there is little point in touring the art of living 
artists if it isn’t for sale. There may be technical 
problems attached to selling in a non-profit or 
diplomatic locale. But these are technical 
problems. Painters paint paintings to be sold. 
Whats more, the way an artist builds up an 
international reputation is through his/her presence 
in private and public collections in foreign 
countries. It’s not enough to have some complex 
system for referring interested buyers to galleries 
back in Canada. When people see a painting they 
want to buy, they should be able to buy it. The show 
may continue to travel. Buyers are used to waiting 
for their purchase to be sent to them. 


There is also another possible approach to 
touring and selling art. For a great deal less money 
than an official gallery it is possible to negotiate a 
relationship with a local, well-known commercial 
gallery. This should not be a mere “renting of the 
walls.” That would undermine the credibility of 
being there. Rather it should be a matter of 
interesting a gallery in one or two shows a year, 
subject to consultation so that they get what 
interests them. This could involve constantly 
bringing gallery owners to Canada to see what is 
happening, which would serve the purpose of 
building up long-term relationships and knowledge 
of Canadian art in the international market. 


XI. SPORT 


The general view of international sport is that we 
must do well in it. But there is another factor of equal 
importance. We must ensure that international 
sport reflects our characteristics; not simply those 
of others. In particular, it is ridiculous that the major 
northern nation should spend its time conforming 
to a much more urban, southern view of what 
constitutes winter sport. 


It makes no sense at all that, for example, the 
Winter Olympics do not include long-distance 
snow-shoeing events or biathalons such as 
snow-shoeing-shooting, snow-shoeing-archery, 
ski-archery or, for that matter, dog-sled racing. 
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Why do so many Canadian sports leaders shrug 
when this is brought up? Why are other people’s 
agendas considered more important than our own? 
It’s a matter of having self-confidence in who we are 
and what we stand for. 


In the Summer Olympics field lacrosse and 
marathon canoeing (80 - 100 miles with portages) 
are obvious examples of what we ought to be 
fighting for. 


a) Arctic Games and North American 
Indigenous Games 


We should be putting a particular effort into 
these two games and using them as a showcase to 
which foreigners (journalists and others) are 
brought. 


The rather slick organizations around the 
Olympic movement would not understand this 
argument. But nor do they seem to understand the 
cultural or indigenous aspects of sport. Their 
obsessions are abstract and, as a result, the benefit 
to Canada is often not what it ought to be. 


Both the Arctic Games (started in 1970) and the 
North American Indigenous Games (started in 
1990) are international, were created by Canadians 
and are Canadian-driven. 


The biannue! Arctic Games are expanding from 
their base of Canada, Alaska and Greenland. Two 
Russian regions are now taking part. It is largely 
funded by the federal government, but we do not 
make the use of it that we might. It is a potential 
focus point for international recognition of Canada 
as the Northern nation. My suspicion is that 
journalists and other foreigners interested in sport - 
who are rather jaded by the over-produced 
professional amateurism of most international 
competition - as well as others interested in travel, 
environment and indigenous peoples would be 
very attracted to these games. 


As they might well be to the more recent North 
American Indigenous Games. _ Interestingly 
enough, although a Canadian-driven movement, 
there are no Canadian National Indigenous Games 
and provincial programs are in general badly 
organized (B.C., Alberta and Saskatchewan are the 
best). As with the Arctic Games a great deal of the 
activity is cultural. 


The point that | am trying to make is that an 
interesting image is not necessarily created simply 
by doing well against other countries in world 
sports. We may accomplish as much by embracing 
what is original or proper to our own experience. 
And in the long run this is more likely to interest 
outsiders. 


A final example. There is a Canadian 
Championship in Marathon Canoeing. These 80 to 
100-mile races with portages are very much the 
product of our history. They retain a wild, 
uncontrollable element. A sense of reality, of 
cultural relevance. We should be making more of 
these sorts of events and bringing outsiders to 
them. 


XII. TELEVISION 


This is an area in which we produce a great deal 
of drama and entertainment, much of which is 
being exported. But as in all areas of culture the 
secret is that you must produce a great deal of 
material at all levels - from the most commercial to 
the most esoteric - in order to produce a balanced 
image of your culture and a healthy industry. In 
accomplishing this we are handicapped not by the 
creative side, but by an internal structural anomaly. 
That is, we are subject to the foreign policy of others 
to an unacceptable degree. In this case there is no 
real excuse because we have the regulatory 
mechanism in place. It simply doesn’t do its job. 


a) CRTC 


The CRTC has the regulatory power to create a 
perfectly healthy broadcasting image and industry 
in Canada. For inexplicable reasons it refuses to act 
except in marginal ways. 


Only 4% of the drama and entertainment on all 
available television in English is Canadian. That is 
the direct result of CRTC decisions. They effectively 
regulate Canadian content off the air. 


Attention is usually focused the other way 
around. Why, for example, is there still some 
American broadcasting on CBC? That there isn’t 
much and that it is gradually going is ignored while 
the central questions remain in the background. 


Why is CTV renewed at some 4 hours a week of 
Canadian Drama and entertainment, much of it in 
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off-hours; and Global with less? The programming 
which CTV and Global do not make is the 
programming which we do not have to sell abroad. 


They complain that they can’t afford more. This 
is nonsense. And if they can only make money by 
importing programming then their licence 
shouldn’t be renewed and others should be given 
an opportunity to do better. It must be remembered 
that the regulators’ job is not to lose sleep over the 
broadcasters’ profits but to ensure that they serve 
the public. The public already receives American 
broadcasting on American channels. We don’t 
need Canadian networks to duplicate this. Their job 
is to provide Canadian broadcasting. That is, their 
job is to provide us with an alternative. There is no 
reason why CTV should not now be regulated at 8 
hours a week in prime time full network. 


The point which is constantly missed is that 
Canadian private broadcasting is a drain on the 
Canadian economy. What they do produce here is 
often of quality. But what they don’t produce here 
does not create wealth here. And what they import 
must be paid for by sending Canadian currency 
abroad. 


b) Cable 


The most mysterious aspect of the CRTC’s 
failure to do its job is that of the cable industry. We 
are the most cabled country in the world; this is 
literally a money-printing business; and yet the 
CRTC has created no serious cultural obligations 
for cable networks. 


There are four key companies. VideoTron in 
French seems to play at least a minimum role as a 
good corporate citizen. However the three 
dominant English-language groups do not. 


They have 60% of the English-language market. 
As already pointed out they deliver 96% foreign 
drama and entertainment. All of this feeds their 
balance sheets but drains the Canadian economy. 
After all, a slice of each viewer's cable fee must be 
sent out of the country to pay for the rights on this 
96%. Approximately $65 million out of Canadian 
subscribers’ fees leaves Canada for the United 
States every year, along with a further $90 million in 
advertising. 
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And in addition to virtually shutting Canadian 
culture off the air, they put almost nothing back in. 
That is, they do not play their role as corporate 
citizens. 


Recently they have attempted to deflect 
criticism by creating a $60 million production fund. 
Three points should be noted. 


° This is a voluntary fund, offered almost in the 
spirit of charity. It should simply be a matter of 
clear regulation so that it can be properly 
assessed. 


° $60 million represents 5% of their net revenue. 
Canadian broadcasters spend 33% of their 
net revenue on independent Canadian 
programming. In other words, the cable fund 
is peanuts to them. It needs to be much larger. 


° Given the cable industry’s attitudes towards 
culture, this fund should be set up 
independently of them, so thatitcan berunon 
professional standards. 


The key point here is that one of the things the 
production industry needs is capital. Ours is neither 
a small nor a poor market. It is a very rich 
medium-sized market. But it is structured so that 
sufficient funds are not made available to feed the 
growth of the industry. That money lies in good part 
in 

the cable system. It’s up to the CRTC to ensure 
that it is used. 


This blanketing of Canada with foreign 
broadcasting is an important foreign policy 
question because it represents the effects of 
another country’s foreign policy on us. How are 
Canadians to have a reasonably clear picture of 
themselves, which they can carry abroad, when 
they are denied a picture of themselves at home? 


Under current regulations the structure - that is, 
the distribution machine - benefits greatly from the 
Canadian market-place, but there is no fall-out for 
the content - that is, for Canadian culture. The 
question is not whether the cable industry should 
have the right to print money. The question is why 
don’t we get anything back for having given them 
this privilege? 
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One of the most important questions the 
government must ask itself is not so much why the 
cable industry fails to deliver acceptable levels of 
Canadian broadcasting. It is why the CRTC, which 
is empowered to provide Canadians with an 
adequate, balanced service, refuses to do so. And 
what must be done to the CRTC to make it do what it 
is already perfectly capable of doing. 


d) International Sales 


One ofthe most positive developments from the 
export point of view is that new technology - 
satellites and the spread of cable - is opening up the 
international market for Canadian television 
production. This is something that we must 
aggressively take advantage of. 


The first step in this direction has been taken by 
a CBC-Power Corporation joint effort in a company 
called Northbridge. It is placing two Canadian 
channels on an American satellite broadcasting 
into the United States. These two channels (TRIO 
and Newsworld Intnl) will be joined by MuchMusic. 
TRIO will be carrying 90-95% Canadian 
broadcasting. Approximately a quarter will be from 
CBC. The private broadcasters will also be 
represented. 


Until now, we have always had to sell programs 
individually. The one who benefited most was the 
foreign broadcaster. With this new system we can 
deliver integrated programming. 


This is a beginning and it is only aimed at the 
United States. Again we must not be over-obsessed 
by this market. There are large markets around the 
world. Europe, with growing cablization, offers real 
options. While we are going into the United States, 
the Americans are going into Europe and Asia. 


Particularly on the Newsworld front, we have 
substantial advantages over CNN, BBC and other 
broadcasters from countries which are often 
thought of as colonial or ex-colonial powers with a 
point of view to sell. Broadcasters are now 
scrambling around the world, looking for partners 
for their regions. 


We must put ourselves in the forefront of this 
market. There is a great deal the federal 
government and, in particular, Foreign Affairs can 
do to coordinate an international strategy with 
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Canadian broadcasters and to set about opening 
up markets for our products. As in Canada, this is a 
regulatory matter and it takes coordinated efforts 
for space to be opened up on cable systems and 
partnerships to be formed for satellite efforts. 


e) Sales Agency 


As in other cultural sectors there may be a real 
advantage in the creation of a commercial-sales 
agency which represents Canadian broadcasters 
abroad. This need not be an exclusive operation 
but, in most areas, including film and TV, sales are 
aided by the size of the agency. The more they have 
to sell and the greater the variety of the programs 
they offer, the more clout they have with foreign 
broadcasters. 


An agency such as this would, of course, work 
on a purely commercial-fee percentage. 


XIII. MOTION PICTURES 


The film industry is the prime example of cultural 
foreign policy being so out of balance that the 
policy of other countries dominates within Canada, 
while the Canadian industry - in spite oftalent, effort, 
acumen and considerable success at exporting - is 
severely handicapped abroad by its weak position 
at home. And that weakness is almost entirely the 
result of a dysfunctional distribution system. 


In spite of having a handful of relatively 
successful production companies which export 
with success around the world, the Canadian film 
industry has 4% to 6% of the home market-place. 
The essential point here is that the film business is 
unregulated. There is no CRTC equivalent to 
ensure even minimal Canadian content in a system 
dominated by foreign interests whose specific 
purpose is to sell their own wares. If we consider 
that CRTC regulations, unsatisfactory though they 
are, have had a real impact on the quantity of 
Canadian content on television, there is no reason 
why regulation cannot accomplish the same in the 
film sector. 


It must be understood thatthe film market, as it is 
currently organized, constitutes a drain on the 
Canadian economy. The value in films lies in their 
rights. Canadians go to cinemas where they see 
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films whose rights are owned abroad. As a result a 
large slice of their $8 ticket is simply shipped out of 
the country to the rights’ holder. 


Foreign companies making films in Canada 
create jobs, but they do not solve this problem. 
They operate a sophisticated version of the 
“drawers of water, hewers of wood” analogy. The 
films are made here because we are cheap, but the 
value of that film (the rights) is immediately 
removed elsewhere by its owner, then re-exported 
to Canada as a finished product, so that Canadians 
may pay to see it and thus send their money 
abroad. 


Canada is the only developed country which 
allows its market to be treated as a subsidiary part 
of another market. American distributors insist on 
buying North American rights so that there can be 
no real market for Canadian distributors. This is key 
to the absence of both adequate funding and 
screen access for Canadian productions. 


a) Funding 


Téléfilm has been an important factor in what 
success we’ve had. In the absence of a normal 
funding system, because our own market - 
particularly in English - is more or less denied to us, 
Téléfilm and other provincial funds have provided 
essential money - in particular, start-up funds. 


We need to look for mechanisms which will 
produce more financing sources without drawing 
on taxes. In other words, the system which has 
control of the Canadian market must be made to 
contribute to the society from which it makes its 
fortune. 


b) Film Policy 


There are three simple ways to begin altering 
this structure. All three are perfectly do-able. They 
have been considered in the past but weak 
Canadian governments have humiliated 
themselves by caving in before the pressure 
brought by Hollywood through its friends in 
- Washington. 


This is precisely the sort of area in which close 
cooperation with other countries - such as France - 
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who have similar concerns, could create an 
international consensus on national policies. 


In the meantime, nothing except backbone 
prevents us from acting to: 


1. Leaislate to create a Canadian distribution 


market; that is, legislation which would establish 


Canada as a distinct market from the U.S. for the 
acquisition and distribution of independently 
produced films. This would represent 
approximately 10-15% of the market. It would be 
exceedingly generous in that it would leave the rest 
of the market integrated for the sale of 
Hollywood-produced pictures. 


2. Establish screen quotas as the CRTC already 
has for television. The exhibitors often complain 
that this would cost money and annoy viewers. 
What they actually mean is that they are organized 
to sell American products. They certainly cannot be 
referring to any sacrifice in the quality of what they 
would have to show. 


lf gradually escalating quotas were instituted, 
the exhibitors would simply have to begin 
addressing the need to publicize, package and 
popularize Canadian pictures. At present we have 
4-6% of the market. A quota system might increase 
this by one or two per cent a year. 


3. Create a box-office levy. This system exists in 
Britain and France. It simply obliges the exhibitors 
to contribute a percentage of their gate to a 
production fund open to Canadian producers. This 
could be added to Téléfilm or, in order to create a 
greater variety of sources, we could create a new 
product-neutral fund. 


c) Airline Films 


A specific foreign-policy issue is that of the films 
shown on Canadian airlines and Air Canada. | must 
have missed something, but | have never seen a 
Canadian film, Anglophone or Francophone, on a 
Canadian airplane. No doubt there have been a 
few. Butthe issue is not whether one in ten or twenty 
or thirty is Canadian. The point is that they are 
Canadian airlines living off the Canadian trade. And 
we have the necessary film industry, films and 
quality. So that is what they should be showing. 


Nor is it a question of whether the airlines are 
privately or publicly owned: 
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1. Airlines, in being granted the licence to exploit 
the Canadian market, benefit from the largesse of 
the Canadian citizenry. 


2. One of the central aims of the airlines on the 
international routes is to convince as many 
foreigners as possible to come to Canada; thatis, to 
fill their planes. They are thus attempting to sell 
Canada. Why then do the exact opposite by 
showing American movies which sell the United 
States? 


3. Most airlines operating out of other countries 
show their national movies. Perhaps they doit out of 
a sense of self-pride or self-respect. No doubt this 
quality could be considered by the managers of our 
two airlines. 


4. Quality is certainly not an issue. The vast 
majority of the pictures shown in the air are at best B 
movies. Most were failures at the box office. On a 
recent trip across the Atlantic on Canadian, | was 
astonished (as an avid filmgoer) to find that | hadn't 
even heard of the 5 films being offered that month. 


What prevents these two airlines from showing 
Canadian films? Nothing except that they seem to 
get their films from suppliers who treat the North 
American market as one (that is, American). What is 
to prevent them from doing business with a 
Canadian supplier? Nothing. What prevents 
government Ministers from pressuring them to do 
this? Nothing. Does a Canadian supplier exist? If 
there were a market it would. It would exist within 
hours. 


It is a particular scandal in a bilingual country 
that the current system, devoted as it is to the 
Hollywood system, eliminates French-language 
films. Canada, after all, produces these in quantity 
and at a very high level of quality. 


Finally it must be stated and restated and 
restated - because the Hollywood interests deny 
this about everyone except themselves - that we 
have a vibrant and talented film industry. We make 
films which are sold around the world; which win 
prizes and admiration; which earn money for 
Canada as exports. We have exciting directors, 
mature and young. We have wonderful 
cameramen, editors, actors, lighting men. We have 
all the technicians and the technology. 
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The only thing we are missing is a market 
structure which allows us to make full use of this 
talent and this industry inside Canada and therefore 
outside of Canada. We suffer, quite simply, from 
varying levels of exclusion, controlled as our market 
is by a monopoly system which has - who can 
blame it - its own interests. It is up to us to ensure 
that our interests are looked after. 


d) Co-production Agreements 


One of the two clear successes of Canadian film 
policy is the negotiation of 23 international 
co-production treaties. These are one of the few 
competitive advantages we have which Hollywood 
does not. These are also the basis for long-term 
alliances and are being taken advantage of. 


We must protect these and negotiate more. 


XIV. THEATRE 


Theatre is one of the most vibrant areas of 
culture in Canada and one of the most successful 
outside. And this in spite of the complications and 
costs of exporting productions. Canada, not 
France, has become the centre of new and 
revolutionary French-language theatre. Montréal is, 
indeed, the only alternative metropolis to Paris for 
the French-speaking world. What’s more, this 
theatre has a great success in translation in English 
Canada and in Europe. The quantity of Canadian 
theatre companies of various shapes and sizes is 
startling. Using approximate figures to compare 
Canadian and Australian cities of comparable size, 
Toronto has some 150 theatre companies, Sydney 
has 20; Vancouver has 40, Perth 1. 


There are many ways in which we can take 
advantage of these strengths. A few examples: 


a) Festivals 


Festivals again are the natural focus for 
international exposure. In collaboration with the 
theatrical community, Foreign Affairs should 
identify the key festivals and make a concentrated 
effort. In some of them - Edinburgh, for example - 
Canadians are already major players. In others 
there is a great deal of work to be done. But again, 
the point is not to get a play invited. It is to develop 
long-term relationships in which there is always a 
Canadian invited. 
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b) Exchanges 


Itis more the playwright than the play that must 
be sold. Theatre like literature is a career and the 
public develops lifelong interests. Once they 
identify with a writer they want to see every play, 
read every book. So exchange programs must be 
developed with that long view in mind. 


Given the cost of moving theatre companies, 
festivals cannot be the basis of more than a 
selective policy. On the other hand, a great deal 
could be accomplished through long-term 
relationships between theatre groups here and 
abroad, based on exchanges of playwrights 
(playwrights-in-residence for a year, for example). It 
might make sense for this to be concentrated on 


young playwrights. 


Exchanges of this sort must be based on where 
we think we can make an impact and build allies. 


c) National Theatre School 


The National Theatre School is unique because 
its English and French strands represents the two 
greatest international theatrical traditions. It would 
make sense for us to have a healthy contingent of 
foreign students in the school - again, long-term 
friendships for the future in other countries. This 
might be part of an exchange program with theatre 
schools elsewhere. 


To make the most of this and of the school’s 
uniqueness, we need more cooperation between 
the two strands. | don’t mean by this that they 
should be integrated. But there is a great advantage 
in each strain working with the other if we are 
interested in building a state-of-the-art school 
which looks for the best in each tradition by playing 
them off against each other. It is the two strands, 
working separately and together, which make it 
unique by international standards. 


XV. FINAL REMARKS 


This paper does not propose an abstract grand 
strategy. Culture does not respond to abstract 
theory. It is a diverse area which responds to 
specific concrete actions. | have proposed a large 
number of possible concrete initiatives or changes. 


® 


These proposals are, however, the product of 
underlying themes which could be summarized as 
follows: 


° Culture is the image of Canada abroad. It is 
therefore central to foreign policy. Both 
political and trade initiatives are dependenton 
that image. 


° International cultural policy is dependent on a 
healthy home market. 


° Reform of culture’s role in foreign policy only 
makes sense if it is accompanied by 
budgetary increases and changes in the 
career patterns, general profile and missions 
of diplomats. 


° Culture is not an adjunct of other sectors. Itisa 
value in itself and a valuable trade good. 


° Culture is dependent on production and 
distribution. Ifthese practical mechanisms are 
not addressed at home and abroad, the 
essential has been missed. 


° The practical side of culture everywhere is 
dependent on long-term, relatively stable 
relationships - not on piecemeal cultural 
events. One of the greatest flaws in our foreign 
policy has been arather piecemeal approach. 
Strategies must be stuck to and followed 
through and maintained. 


° Culture is not to be shaped and controlled. It 
delivers the message of its people. The 
purpose of public policy is to ensure that 
delivery. 


° The southern, urban impetus coming from 
Canada’s elites misrepresents the nature of 
Canada. This not only encourages a false 
image abroad. It clouds the reality of who we 
are - a northern nation; the northern nation - 
and what we stand for. 


Above all we must learn to present ourselves as 
the centre of a very different approach towards 
nationhood. This idea of centrality is not a matter of 
bluff. Our experience and our approach towards the 
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problems of nationhood have been very different to 
that of our allies and competitors. In establishing 
our image in the world we must be clear and 
aggressive as we lay out that difference. 


There is a standard late-Twentieth Century 
approach towards nationhood. It is centralized, 
monocultural and advances beneath the sails of 
triumphant mythology. This is the approach of most 
of our friends. 


No doubt Canadians in general and those who 
represent them feel the burden of holding 
themselves emotionally apart in order to present a 
quite different vision of what a country can be. But 


there is nothing to be gained by dressing in other 
people’s clothes. 


We are likely to find much more support by 
insisting on the originality of both our experiment 
and our experience in this massive, cooperative, 
decentralized country with its strong aboriginal 
presence and bicultural population which has 
soaked up an astonishing variety of cultural 
influences and continues to do so. Our model 
resembles what may well be the nation of the next 
century. Rather than cede to the tired myths of 19th 
Century nationalism we must show ourselves for 
what we are. And our culture is the expression of 
that reality. 
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